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LETNA LIFE 


If a key man decides to leave there can be rough sailing ahead. 
It’s difficult to keep him with pay raises alone for taxes make 
them worth less and less. The answer may be an A‘tna Life 
Deferred Compensation Plan that enables a firm to offer him 
dollars that are worth more. He sees a tax advantage too good 


to pass up. 


Setting up such a plan is no one-man job. It takes a team of 





experts 


attorney, accountant, and an A®tna Life representative 


backed by our unique Business Planning Department. 


Here is teamwork that pays! A local AStna Life representative 
will be glad to work with you in setting up such a plan for your 


clients. 


INSURANCE 
COMPANY 


Hartford 15, Connecticut 


Affiliates: 

Etna Casualty and Surety Company 
Standard Fire Insurance Company 
The Excelsior Life, Canada 
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For a better way to take care of your nest egg 
talk to the people at Chase Manhattan 


Even a nest egg of modest size can be 
an enormous headache if you tend it 
vourself, 

Small as they are, such details as 
stock rights and records, call dates and 
coupons are frequently a nuisance to 
the nonprofessional., 

That's one reason why Chase Man- 
hattan has a Trust Division. 

A more important reason is to help 
you keep your nest egg intact, and to 
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make plans with you for ultimately 
conveying it to your heirs with as little 
confusion and tax loss as possible. 
These nest egg services are imme- 
diately available to you at Chase Man- 
hattan. The Bank will act as your Ex 
ecutor and Trustee, serve as Custodian 
of your securities, advise you on your 
investments, and plan your estate with 
you and your lawyer. ~ 
For detailed information about the 


nest egg service that most interests you 


phone LL or write to the 


Personal Trust Division at 1 Chase 


Manhattan Plaza, New York 15, N.Y. 
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An 


Hxecutive 
Seeking... 


...A sound estate plan to provide maximum 
protection for his family, goes to... 

... His attorney for advice on the probate, 
tax and trust law essential to a sound Will 
and other legal instruments in his over-all 
estate program, and sees... 

... Hanover for the benefits of its officers’ 
prudent, experienced judgment in practical 


estate and trust matters. 
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Cover Picture . . . The Lake Washington 
Floating Bridge at Seattle, Washington, 
scene of the 35th Western Regional Trust 
Conference (see page 685), is unique among 
bridges of the world. This four-lane high- 
way, composed of 25 concrete and steel pon- 
toons, is a mile-and-a-quarter long and floats 
on the surface of the lake. The floating 
sections are rigidly bolted together and se- 
cured with sixty-four 65-ton anchors in the 
lake bottom. This view. from Seattle, shows 
the full length of the bridge to Mercer Is- 
land, with the Cascade Mountains in the 
background . . . Such engineering feats serve 
to remind one of the broad front upon 
which scientific progress is moving. Next 
month a new column in TRUSTS AND Es- 
TATES (see p. 684) will be devoted to these 
many areas of scientific achievement and 
the possible significance of new develop- 
ments for the investor. 


. Y., and Paterson, N. J. 











CORRESPONDENCE 


Is it a Loan against Insurance? 


I have read with considerable deal of 
interest the article on “Loans Against 
Insurance” in the June issue. Mr. Ward 
states that “It is the lack of the debter- 
creditor relationship, not intent, which 
prevents subrogation in the policy loan 
cases. There is little or no question but 
that while the relationship is not cre- 
ated on a policy loan from an insurance 
company, it most certainly is on a loan 
from the bank.” 

I most certainly agree with this state- 
ment. The reason there is no debtor- 
creditor relationship in the case of the 
loan from an insurance company is 
simple. There is no loan. The policy- 
holder receives money from the cash 
value which he created with his own 
money. The face value of the policy is 
then reduced by the amount of cash 
value withdrawn. He then has in effect 
a smaller policy. This happens because 
he theoretically was paying for the in- 
surance with his premium payments, 
plus the company’s use of his money 
resulting from the overpayments that 
create the cash value. 

The fact the cash value is his money 
is evidenced by the fact the insurance 
company is supposed to pay him inter- 
est on it. This being the case, the ques- 
tion then arises why the policyholder 
is charged interest for borrowing his 
own money? If he borrows money it is 
a loan. If there is a loan, there has to 
be a debtor-creditor relationship. But 
the courts, and Mr. Ward, have stated 
there is no such relationship. 

Something is wrong somewhere. If 
there is a loan, as the policyholder is 
led to believe, or else he would not 
willingly pay interest, there has to be 
a debtor-creditor relationship. If there 
was a loan, it was only momentarily un- 
til the face value was reduced by a like 
amount. Yet the policyholder continues 
to pay interest until the cash value is 
fully restored. If he borrows from a 
bank the face value due him is not re- 
duced unless the proceeds of the policy 
are used to pay off the loan. 


John J. Carroll 
Vero Beach, Fla. 


The Disinherited 


The editorial “The Disinherited and 
the Million-Heirs,” wihch appeared in 
the June issue of TRusTs AND EsTATEs, 
was magnificently phrased. There have 
been few articles that I have ever read 
that brought out the necessity of parents 
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assuming the responsibility of the proper | 
inculcation of the respect and responsi- | 
bility of wealth. 

In my business a great part of my 
time is spent on estate planning and I | 
would like to secure fifty reprints to | 
send to prospective clients in this im- 
mediate area. 

Henry A. Kirsch, CLU | 
Shreveport, La. 


A A A 


Southwestern G.S.B. Trust 
Courses Use Case Method 


The trust curriculum at the South- 
western Graduate School of Banking 
(July 16-29) was revised this year to 
include more teaching by the case 
method as used in the Harvard Gradu- 
ate School of Business Administration. 
Case periods extended from 9:00 A.M. 
to 12:15 P.M. and involved for each 











{ 





case a group of counselors and two 


student representatives — a discussion | 
leader and a reporter. These men re- | 
ceived special training before the School | 


opened. 


The counselors were allowed to intro- | 
duce the case by a quick description of | 
the critical issues and were available for | 
questions and comments throughout the | 
period, but the actual discussion was | 
conducted by the students themselves. A | 





Dr. John W. Riehm. dean of the School of 

Law, Southern Methodist University, who 

was chairman of the Trust Courses of the 

Southwestern Graduate School of Banking, 
July 16-29. 


30-minute period at the end gave the | 
counselors opportunity for final com- | 


ments and summary. 


Trusts majors this year numbered 44 


compared to 20 a year ago. Of these 


14 were seniors, 12 intermediate, and 
18 freshmen. 


The School is held in cooperation | 


with Southern Methodist University, 
Dallas, and is co-sponsored by the 
Dallas, Fort Worth and Houston Clear- 


ing House Associations. It is a non- | 


profit organization with net proceeds 


used to support education and research | 


in banking and related fields. 
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BAKERSFIELD - BEVERLY HILLS 
CHICO - EUREKA + FRESNO 


GLENDALE - HOLLYWOOD - LONG BEACH | 


LOS ANGELES - OAKLAND 
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RIVERSIDE - SACRAMENTO - SALINAS 
SAN BERNARDINO - SAN DIEGO 
SAN FRANCISCO - SAN JOSE 
SAN MATEO - SANTA ANA 
SANTA BARBARA - SANTA ROSA 
STOCKTON + VENTURA + WHITTIER 
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Wherever You Go in California... 


OUR STATEWIDE TRUST SERVICES 
ARE AT YOUR DISPOSAL 


With over 700 convenient branches throughout 
this state, B of A’s Trust Department serves all 
of California. Fully equipped district Trust Offices 
are in each of the 27 communities listed above. 
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PROJECTION OF TRUSTEESHIP IN THE SIATIES 
was the theme of the 35th Western Regional 
Trust Conference held in Seattle last 
month. Among the "futures" examined in tre 
crystal ball were the areas of invest- 
ments, common trust funds, taxation, p2r- 
sonnel, new business, and successor fidu- 
ciaryship. The proceedings are reported 
at p. 685. 


* * * 


SINCE THE PROBABILITY CF DISABILITY at 
age 30 is 2.7 times greater than the risk 
of death, the importance of a disability 
provision in a buy-sell agreement involv- 
ing a business interest would seem self 


) evident. Yet it is an element which, if 


not entirely overlooked in the preparation 
of such agreements, is at best generally 
passed over lightly. Charles Robinson's 
insurance column this month (p. 729) lists 


seven points that should be covered under 
this heading. 


ste 


OUR REPRESENTATIVES IN CONGRESS have 
ever-increasing difficulty in keeping 
posted on the multitude of financial as 
well as other technical matters on which 
they must vote. Lobbyists and other group 


| Tepresentatives have an obvious axe to 


grind — although that does not necessarily 


) mean a view contrary to public welfare. 


The conscientious legislator is, never- 
theless, largely at their mercy and that 


| of the party whips and leaders. 


A case in point concerning trustees and 
other investors, and the millions of citi- 


' 2@nS they work for, is the proposed with- 


holding tax on dividends and interest. 
Presentation of the matter to Congression- 
al leaders by official associations can 


Penny the public interest well, but objec- 
| tive advices to individual members from 
; those trustees and other institutional or 


Professional representatives further aid 


in arriving at just and efficient solu- 
tions, 
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HOT WEATHER NOTES: 


BUSINESS FORECAST: Generally clearing 
with scattered showers and occasional 
localized squalls; rising temperatures in 
Washington, Detroit, MoScow, etCeceeeee 
HCW TO BUILD AN ESTATE: Buy a cat like 
"Rhubarb', feline actor that gets $1000 
a week when working; has made $250,000 in 
its 14-year career. No advice as to unem- 
ployment insurance, but employed-cat 
trainers don't have to belong to Hoffa's 
Teamsters Union—Dog Trainers" branch..... 
We are getting near the answer to the rid- 
ale of how many angels can dance on the 
point of a pin; RCA has made transistors so 
small that 20,000 can fit on a postage 
stamp......Invasion by Space People? Bac- 
teria-like cells from fallen meteorites 
have been grown and reproduced at National 
Institute of Health in Maryland..... 


From Dr. Leakey at Corydon Museum in 
Nairobi comes word man may have survivec 
because he doesn't taste good. Wild ani- 
mals, he says, sniff at sleeping humans 
and leave them unmolested......A message 
beamed from over a million miles in space 
by Pioneer V signalled opening of an ex- 
hibit in New York of 856 electronics 
firms. We hope it didn't give its opinion 
of earth people......Why worry about go- 
ing to the moon if any such tax proposal 
as unduly limiting expense deductibility 
is adopted? We do see the point, however, 
in disallowing such claims as that for 
$16,943 for rent of yacht to demonstrate 
to customers value of sneaker with non- 
skid soles. There must be an easier way... 
Under the caption 'The Capitalists' the 
London 'Economist' referred to a new study 
of personal wealth and followed with a 
chart on Zoo Visitors. Perhaps they just 
want to see what kind of dumb animals are 
Smart enough to be tax-free...... 

Topics suggested for discussion at sum- 
mer meetings include the following: 

How many Bi-cycles make a Business Cycle? 


683 








Do Skin-divers make the best Investment 
Advisers? 

Effects of use of Metrecal by Circus 
Fat-ladies 

Are Colleges instrumental in Education? 

Who Fired the Shot heard round the Moon? 

Should Cuba enact an Anti-Slavery law or 
buy tractors on the Human Instalment 
plan? 

What happened to the market for non- 
growth stocks? 

Does it pay to be prudent; if so, how 
much? 

Why Congress hasn't investigated the 
monopoly in left-handed teacups 

How to avoid more Civilization 





ANNOUNCING 
THE SCIENTIFIC ENGINEERING DEVELOPMENTS 
COLUMN 


The accelerating tempo of scientific 
breakthroughs, improvements, and even new 
material mixes and discoveries coming from 
research laboratories, has added new di- 
menSions to the problems of appraisal of 
potentials and competitive impact with 
which investment advisers must conjure. 
Not only must security analysts be 
equipped to evaluate their meaning in 
terms of effect upon companies and indus- 
tries; professional and businessmen, as 
well, should also have at least some con- 
ception of the scientific advances re- 
ported in the press which are discussed 
when well-informed people gather. 

Even holders of multiple degrees in the 
field of science are no longer able to 
keep abreast in depth with these fast- 
moving developments in many areas of 
knowledge. We were warned some years ago 
of the Technological Revolution; now we 
are in an advanced stage in which the lan- 
guage barrier has been built up by thermo- 
dynamics, ionics, micro-waves, miniatur- 
ization, polymers, esters and terms of 
electronic gadgetry too numerous to de- 
tail. 

To bridge this barrier between the tech- 
nician and laymen who wish to be reason- 
ably well-informed because of their com- 
munity status — or even more importantly 
where they are responsible for wise in- 
vestment of capital — TRUSTS and ESTATES 
has undertaken to publish a regular column 
presenting non-technical analyses of the 
economic and industrial implications of 
the more important developments in the 
scientific and. engineering fields. 
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This new column will be 
conducted by Mr. E. Law- 
rence Chandler, a graduate 
of Brown University (Sc.B, 
in Civil Engineering) with 
broad experience in hydro- 
electric power development 


and flood control, in the 
latter field importantly in 
the Miami Conservancy District, TVA and 
the Chattanooga Flood Protection District. 


Re 


























Con 
He is also serving as treaSurer of the Assi 
American Society of Civil Engineers and held 
of Engineers Joint Council. After con- 12-] 
sultation with experts in the major fields | and 
of engineering and industrial science, of 
Mr. Chandler and the editors will select cha 
authors to describe the materials or spo! 
processes of most promise in each area 
and appraise their impact. 

The first column, to appear in the Sep- T 
tember issue, will deal with Building Ma- fen 
terials with emphasis on the most exten- | ihe 
sively used and rapidly growing materials: | Res 
viz. Concrete & Steel, in which new proc- Tru 
esses have opened greater uses or econo- Dur 
mies. In following months the column will cha 
cover such topics as: Fuel Cells, Micro- Co.. 
wave and other communication innovations, pos 
Water and Air Pollution, Aeronautics, Reg 
Data Processing and Projection, Ionics ' ma 
and Desalinization and Thermodynamics. ; a 

While TRUSTS and ESTATES will contime | 1, 
its policy of eschewing specific company ; ‘ini 
or securities advice or recommendations, | jj 
it is hoped that the material presented > mo 
will provide background information which they 
will assist long-term investors to better | exp 
appraise the investment potentials of the | wo 
new technologies or appreciate their eco- | tha 
nomic timing and competitive values. | hea 
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In the new trust department quarters at The First National Bank | gy 

in Fort Myers, Fla., color prints of two of the series of — ; but 
ductions of will paintings and etchings run in Trusts AND Es- k 

TATES last year were hung in the private offices. Shown here ™{) Suc 

the room occupied by vice president and senior trust officer Lewis ¥- |p, 
Smith is the picture “Opening of the Will” (see T&E, Feb. °60, p. 8!)- fs 
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TRUSTEESHIP IN THE SIXTIES 


Report of Western Regional Trust Conference 


irH 264 TRUSTMEN REGISTERED 
W ite 35th Western Regional Trust 
Conference of The American Bankers 
Association, covering 13. states. was 
held at Seattle’s Olympic Hotel, July 
12-14. Victor R. Graves, vice president 
and trust officer. Peoples National Bank 
of Washington, Seattle, was general 
chairman of the Conference which is 
sponsored by the A.B.A. Trust Division. 


Common Trust Fund 
Developments 


The discussions between the Executive 
Committee of the Trust Division and 
the Board of Governors of the Federal 
Reserve System concerning Common 
Trust Funds was reviewed by Robert R. 
Duncan, president of the Division and 
chairman of the board, Harvard Trust 
Co.. Cambridge. The Board had _pro- 
posed an amendment to Section 17 of 
Regulation F that would bar from in- 
clusion in a Common Trust Fund any 
revocable trust with income payable to 
the grantor and remainder to his estate. 
The Executive Committee opposed the 
amendment and Mr. Duncan reported to 
all Division members operating Com- 
mon Trust Funds. The great majority of 
them, he said, have written to the Board 
expressing the hope that the amendment 
would not be adopted. It is understood 
that there will be at some time a public 
hearing at which time the Division will 
tepeat its opposition. 

The problem of meeting “the gap 
that prevails between the service banks 
ofler individuals through savings ac- 
counts and the investment service we 
provide in our trust departments for the 
individual who has accumulated wealth 
nan amount sufficient to meet the mini- 
mum requirements most banks main- 
tain” should be handled as a separate 
matter, Mr. Duncan stated. Common 
Trust Funds have always been limited 
to bona fide trust accounts and it is 
best not to disturb that limitation. Com- 
mingling of agency accouns in a pooled 
investment fund appears to be a logical 
step, particularly in view of the highly 
successful operation of mutual funds. 
but the legal and regulatory aspects of 
such a program should be explored 
head-on” and entirely apart from Com- 
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mon Trust Fund operation. A commit- 
tee has been appointed, Mr. Duncan 
said, with Charles M. Bliss as chairman, 
to report back at an early date. Mr. Bliss 
is executive vice president of The Bank 
of New York and a member of the Trust 
Division Executive Committee. 


Economic Outlook 


Trust investment committee members 
will have to orient their thinking in this 
decade to an altered business environ- 
ment, warned Paul I. Wren, executive 
vice president, Old Colony Trust Co.. 
Boston, and their sights will be directed 
not only toward appraisal of the effects 
of more governmental influence upon 
domestic business but also toward the 
potentials for investment of trust funds 
overseas. Mr. Wren refrained from pre- 
dicting specific developments, obviously 
unknowable, in favor of outlining what 
appear to be strong trends. 

Among the most important forces will 
be continuing expansion of central gov- 
ernment at the expense of state and 
local units, rising budget totals and 
gradually tightening controls over cor- 
porations, particularly as regards per- 
centage of market penetration. Problems 
of industrial management, already acute, 
will become more so in the ’60s, in his 
opinion. 

Encoachment by Washington upon 
local income sources may cause unease 
about municipal obligations, while Fed- 
eral accent on vast multiple programs 
and rapid economic growth to bring 
about a high rate of employment will 
result in budget deficits which, especi- 
ally in periods of good business, will 
create inflationary pressures. The answer 
here may be higher income or excess 
profit taxes or wage and price controls. 
Mr. Wren remarked that many officials 
in the present Administration with 
academic backgrounds are not restricted 
in their thinking by the practical side of 
such programs. At the same time, the 
discipline of the marketplace may exert 
restraint upon unsound fiscal policies, 
with particular reference to our inter- 
national balance of payments situation. 

Formation of the Common Market, 
resurgence of foreign industrialized na- 
tions since the last war and the expan- 





The 550-foot “Space Needle” for Seattle’s 
Century 21 Exposition was dedicated re- 
cently when concrete was poured into the 
35-foot deep foundations. The Exposition, 
which will open April 21, 1962, and run for 
six months, is a $70 million project in which 
85 nations have been invited to participate. 


It will be divided into five “Worlds” — 

Science, Century 21, Commerce and Indus- 

try, Art and Entertainment. The restaurant 

topping the tower completes one revolution 

every hour giving patrons a view of the 

of the Olympic and Cascade mountain ranges, 
Puget Sound and Mt. Rainier. 





sion of a middle class will cause recon- 
sideration of objections to foreign trust 
investment by trust committee members. 
In closing, Mr. Wren acknowledged that 
changes in the temperature of the cold 
war might overshadow his conclusions. 
Text of Mr. Wren’s speech appears at 
page 717. 

The first morning’s session closed 
with a review of the Trust Divisions’ 
activities and services 


Robert G. Howard. 


by Secretary 


Investment Angles 


With some product markets approach- 
ing saturation and other goods and 
services nearing obsolescence, the *60s 
will offer fewer unexploited business 
opportunities than the lush years after 
the last war, said Charles W. Buek, first 
vice president, United States Trust Co. 
of New York. The trustee, consequently, 
who elects a static policy instead of one 
combining flexibility and nimbleness 
will probably fail to reap for his bene- 
ficiaries the fruits of some strong up- 
ward trends, to the further disservice of 
the fiduciary function image. 

Current recovery from the late reces- 
sion is more likely to be moderate than 
of boom proportions and Mr. Buek 
therefore advised near-term caution in 
stock commitments on grounds that “the 
best buying period for stocks would 
seem to be behind us.” The outlook for 
expanding demand for labor saving de- 
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vices and services catering to more lei- 
sure and a rising living standard, how- 
ever. spells a bright future for carefully 
selected companies, particularly those 
which have demonstrated rising profit 
margins over the 1955-60 span. 

Mr. Buek had words of cheer for 
those who fear steadily declining profit 
margins. Disclaiming knowledge of 
when or how the wage-price spiral may 
end, he asserted that labor’s gains in 
its share of national wealth have al- 
ready been largely achieved. While labor 
will still seek more. “its case is far less 
urgent’ and the Kennedy Administra- 
tion’s moderate mandate from the elec- 
torate can not permit breakdown of 
the economic machine in_ the 
against Communism. 

The federal tax structure will prob- 
ably continue to favor bond financing 
as against stocks, also keeping large 
blocks of stock frozen in the hands of 
individuals. A large number and variety 
of professionally managed funds are 
regular buyers of stocks, as well. The 
consequent imbalance between demand 
and supply. coupled with public confi- 
dence in the economy, points toward 
continuation of high price/earnings 
multiples in this area. 

Following Mr. Buek’s speech, which 
appears at page 711, he led a panel on 
“Investing for Pension and Profit-Shar- 
ing Trusts,” consisting of Joseph K. 
Heyman, senior vice president, Trust 
Company of Georgia, Atlanta; Carl L. A. 
Beckers, vice president, St. Louis Union 
Trust Co.; and William G. Maas, vice 
president, First National Trust and Sav- 
ings Bank, San Diego. 


race 


Legal and Tax Questions 


The third session on Thursday after- 
noon (no session was held in the morn- 
ing) was marked by a comprehensive 
discussion of the problems facing a 
testamentary trustee who takes over the 
assets from an executor other than it- 
self. Charles I. Stone, of the Seattle law 
firm, Holman, Mickelwait, Marion, 
Black & Perkins, pointed out the prac- 
tical as well as legal difficulties entailed 
in such successor fiduciaryships. 

Although some of the troublesome 
areas can be avoided through proper 
draftsmanship of the instrument, Mr. 
Stone recommended consideration of a 
statutory solution, spelling out some 
suggested provisions. (See page 701.) 

A reduction in top income tax rates 
accomplished by broadening the tax 
base would simplify the tax structure 
and eliminate some of the incentive for 
involved tax “gimmicks,” according to 


686 


Leaders of workshop 
panel at Western Region- 
al Trust Conference (1. 
to r.) J. R. Johnson, vice 
president and senior trust 
officer, Bank of America. 
San Francisco, who served 
as moderator; C. W. 
Hastings, Jr., trust offi- 
cer, First National Bank 
of Oregon, Portland; Ar- 
thur S. Carruthers, 


vice 
president, United Cali- 
fornia Bank, Los  An- 
geles; Wilfred C. An- 


drews, Jr., asst. vice presi- 
dent, Bank of California 
N.A., San Francisco. 





Durwood L. Alkire, C.P.A., of the firm 
of Touche, Ross, Bailey & Smart, Seattle. 
Speaking on “Tax Shadows of the Six- 
ties.” Mr. Alkire recited the efforts of 
the advisory group on Subchapter J 
dealing with changes in the taxation of 
income of estates and trusts following 
the wholesale revision made by the In- 
ternal Revenue Code of 1954. These 
recommendations were in large part in- 
cluded in the Trust and Partnership In- 
come Tax Revision Act of 1960, which 
did not pass Congress. 

After detailing major changes recom- 
mended for the taxing of multiple trusts, 
the tier system in taxing distributions, 
exemptions of distributions from tax, 
and corpus deductions (see page 696), 
Mr. Alkire concluded that the changes 
proposed in the 1960 Act would “bring 
the rules on taxability of distributions 
by estates considerably closer to those 
of fiduciary accounting. They would de- 
finitely be an improvement for all con- 
cerned, and it is hoped that they can be 
enacted at an early date.” 


Research and Training 


At the fourth session, President Wil- 
liam M. Allen of The Boeing Company 
offered some observations on the current 
scene. Then Joseph L. McCarthy, Pro- 
fessor of Chemical Engineering and 
Dean of the Graduate School of the 
University of Washington, Seattle, dis- 
cussed the role of research which, while 
a relatively new tool, has already 
brought incredible changes in man’s 
ways of living and thinking but its 
achievements will, he said, continue to 
be of steadily increasing significance as 
man and society learn better how to use 
it. 

Dr. McCarthy traced the development 
of this new force -which has so vastly 
broadened our knowledge of the world 
and the relationship of human beings to 
it by noting that United States expendi- 
tures in 1939 for this purpose were 
probably in the range of $500 million 


as compared with some $12.4. billion in 
1959, or nearly twenty five times as 
great in unadjusted dollars. His guesses 
for other years are: 1960-$14 billions; | 
1965-$22 billions; and 1970-$30 billions, | 

Basic research is a search for knowl- 
edge which is often applicable to the 
developmental, or practical, area. Dr. 
McCarthy listed the following as fields | 
in which he looked for great advances | 
in coming years: air— 
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ome 


as man’s en- | 
vironment rather than space explora: | 
tion: water; food: clothing and shelter | 
and the clash of new materials with old | 
ones; health research; transportation; | 
improved communications; automation | 
of business and industry; educational 
speed-ups through teaching machines 
and audio-visual means; and, finally, im- 
provements in social and political rela- 
tions between scientists and citizens con- 
cerning the relationship of science to | 
everyday living. : 
Dr. McCarthy concluded his address | 
with a strong plea for support of the | 
“uncommitted investigator,” usually as- | 
sociated with the universities and gradu- | 
ate education, whose search for basic 7 
knowledge can be the source of revolu- | 
tionary and important new concepts. 
The history and future of The Pa- 
cific Coast Banking School’s Trust 
Division was highlighted by its vice 
chairman, Robert W. Sprague. 
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New Business — and 
Administration 


A recently completed statewide survey | 
of living trusts established with his bank 
during 1960 showed 45‘ were set up 
to obtain the advantages of the bank's | 
investment advice and management, J. 
R. Johnson, vice president and senior 
trust officer of Bank of America 
N.T.&S.A., San Francisco, told the ses | 
sion of the Conference. Another 30% F 
were from grantors interested in estale | 
conservation for their own retirement OF | 
for the security of their families o 
dependents, and 10% were to provide 
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for the education of children or to as- 
sure a beneficiary of the management of 
a fund fo: a specific purpose, for ex- 


ample, a «.vorce settlement. 

Five per cent of grantors wanted ac- 
counting help, some retaining a degree 
of investment supervision, with the bank 
to assume full management after death. 


The remaining 10%, were particularly 
impressed with the freedom from pro- 
bate procedure provided by a living 
trust. This study has been useful in 
planning new business programs. the 
speaker said. 

The tremendous rise in the number 
of Federal Estate Tax Returns filed in 
1959 compared to 1949, represents a 
trend that will continue in the coming 
ten years in Mr. Johnson’s opinion. 
Family income in 1970 will average $8,- 
100 per year, one-half above that of 
1960 and the average American family 
will carry $15,000 in ordinary life in- 
surance which is also a 50% gain over 
1960. 

Bank of America started about ten 
years ago an accelerated training pro- 
gram to develop administrators. This 
program broke all precedent in the bank 
for movement and advancement from 
beginner to officership. The bank has 
now shattered the new precedent by 
offering an accelerated-accelerated pro- 
gram. We will have to depend more and 
more upon supplying our future person- 
nel needs from our own training and 
development programs, Mr. Johnson 
stated. 

We are adapting to our business the 
technological changes of electronic ac- 
counting and perhaps our need for 
personnel may soon go down. Today in 
our electronic data processing centers, 
a batch of trust accounting work is 
turned out in a split second, that previ- 
ously required an hour to post by the 
fastest of mechanical type systems. 
(Time factors may be slightly in error 
and are mentioned merely to illustrate 
the point.) What effect will these 
changes have on our profits? We must 
make sure to adjust our cost studies 
quickly and to keep them current at 
all times. We must also have the courage 
to price our services based upon these 
new studies so as to assure a fair and 
reasonable profit, the speaker asserted. 

The next ten years will give a differ- 
ent outlook on our pension and profit- 
sharing trust business. Banks will con- 
tinue in the leadership with trusteed 
plans and there will be continued ex- 
pansion in the welfare fields for em- 
ployees, in Mr. Johnson’s opinion. Pen- 
sion benefits will expand, profit-sharing 
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trusts will grow larger, the position of 
the corporate trustee will be clarified 
and it will be given more and more 
direct responsibility. During the past 
ten years, the major portion of invest- 
ment problems have been in the accumu- 
lative period of most accounts. In the 
next ten years there will be deaths, and 
vested interests to be paid and a greater 
number of distributions. There will be 
the ever-increasing problem of finding 
good investments, the competition in 
the market place for the best stocks and 
for a good income. “We might also ex- 
pect to see the day, not too far away, 


when the reports of our supervisory 
authorities will no longer contain a 
long list of “unusual investments” 
among our employee benefit accounts.” 

Along the same vein Arthur S. Car- 
ruthers, vice president, United Cali: 
fornia Bank, Los Angeles, asserted that 
the next ten years should be the best 
period in history for trust new business 
and growth of trust assets. Trustmen 
should beware of “volumeitis,” however, 
and adjust the processes of account ac- 
ceptance and new business credits to re- 
flect the importance of ultimate net 
profits. His comments on specific situa- 
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for trust 
services 
in 
California? 


Then focus on Crocker-Anglo, headquartered in San Fran- 


cisco, central to California. As California’s oldest national 
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tions to be anticipated in the current 
decade are excepted at page 699. 


Acceptance of Pension Business 


An exceedingly practical approach to 
the acceptance of pension and _profit- 
sharing trusts was offered by C. W. 
Hastings, Jr., trust officer, The First 
National Bank of Oregon, Portland, 
(page 693). Urging trust institutions to 
establish policies on this score, Mr. 
Hastings presented a number of speci- 
fic situations and possible standards for 
determining such policies. 

The training of personnel for auto- 
mation is threefold, covering the people 
who will program and operate the equip- 
ment. the retraining of those who are 
displaced, and a general information 
service for the entire bank staff, Wil- 
fred C. Andrews, Jr., assistant vice presi- 
dent. Bank of California, N. A., San 
Francisco, told the trustmen in the final 
talk on the program. He described the 
steps to be taken in each of the three 
categories and gave illustrations of new 
uses for automation in the sixties such 
as a possible tax on dividends at the 
source, stock dividends and stock splits. 
His address is reported at page 706. 

A A A 
e The 1962 Western Regional Trust 
Conference will be held in Neno, Nevada. 


Estate Planning Council 
Activities 

The Dallas Estate Council has named 
an executive secretary. He is Robert 
Lawler also employed in the same ca- 
pacity for two related organizations, the 
. Dallas Association 
_ of Life Underwrit- 
ers and the Gen- 
eral Agents and 
Managers Club of 
Dallas. Lawler will 
work closely with 
the officers and di- 
rectors of the 
Council. 

Hawaii (Honolulu) — “What an At- 
torney and an Insurance Counsellor Can 
Contribute to Estate Planning,” was the 
subject of a panel discussion on July 27. 
The moderator was Paul D. Cheyney 
and the panel members were Daniel H. 
Case and Shigeru Ohye. 

Eastern New York (Troy) — Harold 
R. Fleck, life underwriter, was recently 
elected president. Other officers are: 
Vice Pres. — C. Emory Lochner, attor- 
ney; Treas. — Stanley A. Frederick, Jr., 
Glenn Falls National Bank & Trust Co.; 
Sec. — James McKee, Jr., assistant vice 


president and trust officer, State Bank of 
Albany. 





ROBERT LAWLER 





New York, N. Y. — John F, Ward, 
attorney, has been elected president of 
the Council. He is with the firm Cleary, 
Gottlieb, Steen & Hamilton. Other of. 
cers elected include: Vice Pres. — Bep. 
jamin L. Stern, life underwriter; Sec, — 
Alfred S. Howes, life underwriter; and 
Treas. — Matthew F. Blake, C.P.A. 

Lycoming County (Williamsport, Pa.) 
— B. Donald Stuck, vice president and 
trust officer of Jenkintown Bank & Trust 
Co., was the speaker on July 10. 

Racine-Kenosha, Wis. — The follow. 
ing officers were elected for the coming 
year: Pres. — Fred D. Hartley, attor- 
ney: Vice Pres. — James D. Beckett. 
vice president and trust officer, First 
National Bank & Trust Co., Racine: Sec. 
— Gene Soens, life underwriter: Treas, 


— Raymond P. Myer, C.P.A. 
A AA 


NATIONWIDE SURVEY OF FIDUCIARY Fees 
A 50-state survey of the fees of ex- | 


ecutors, administrators and testamentary 


trustees has just been published by The | 


American College of Probate Counsel. 


Compiled by Roger A. Derby, Jr., of | 
United States Trust Co. of New York, | 
it is based upon opinions from trust | 
companies and members of the College | 


throughout the country. 


Copies may be obtained from the Col- | 
lege at 10962 W. Pico Blvd., Los Angeles. | 
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tralia, the E.S.&A. Bank gives practical 
help through its wholly-owned subsidiary 
company —E.S.&A. Nominees (Australia) 
Pty. Ltd. 

This company provides a complete invest- 
ment service on behalf of individuals or 
companies and ensures that all income from 
investments is received and dealt with as 


"you expressly desire. 





THE ENGLISH SCOTTISH & AUSTRALIAN BANK LID. | 


Established 1852 


(Incorporated in England) 


500 offices throughout Australia 
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PERSONAL AND CORPORATE ESTATE PLANNING 


Notes from Million Dollar Round Table* 


Aristotle on Salesmanship 


Aristotle’s Rhetoric is the first and 
perhaps the greatest book ever written 
on salesmanship, according to Mortimer 
M. Adler, Director of the Institute for 
Philosophical Research, San Francisco. 
Written about 2,400 years ago, it re- 
duces salesmanship to three Greek words. 
ethos, pathos, and logos. 

Ethos refers to the character of the 
speaker. In any form of persuasion, one 
human being must gain the attention 
and the confidence and the willingness 
to listen on the part of the other per- 
son, Dr. Adler remarked. To do this, 
he must establish a favorable character 
for himself. 

The second thing a speaker must con- 
cern himself with is pathos — the other 
person’s feelings or emotions. 

Ethos and pathos are not enough, for 
minds can sometimes be critical, and 
so logos comes into play as the third 
basic term. The word indicates the 
reasons for the action proposed, the 
reasons for the policy adopted, the 
reasons for the thought to be accepted. 
Dr. Adler said. 


Attorney Relations 


The various Statements of principles 
which have been adopted by the Amer- 
ican Bar Association jointly with other 
professional groups were reviewed by 
John C. Satterfield, president-elect of 
the ABA. Over the past score of years. 
these statements have covered relation- 
ships with life underwriters, trust offi- 
cers, and life insurance companies, im- 
plemented by the establishment of Joint 
Conference Groups. 

Mr. Satterfield, senior partner in Sat- 
terfield, Shell, Williams and Belford, 
Yazoo City, Miss., also cited the opin- 
ion on Estate Planning rendered in 1959 
by the ABA Committee on Unauthorized 
Practice and the subsequent reissuance 
of the “Trust Advertising-Estate Plan- 
ning Statement,” quoting: 


“Because the formulation and exe- 
cution of a plan for the disposition of 
a customer’s assets necessarily in- 
volves the application of legal prin- 
ciples, of the law of wills and de- 
cedents’ estates, the law of trusts 
and future interests, the law of real 


eee 


*See preliminary report in June issue, p. 616. 
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and personal property, and the law of 
taxation, as well as practice in the 
Probate and Chancery Courts, and 
other fields of law, advice in respect 
thereto is the responsibility of the 
customer’s own lawyer.” 


Trust Relations 


It would be a great disservice to prin- 
cipals not to recognize that almost every 
estate plan needs both life insurance and 
the services of an experienced corporate 
fiduciary, and that each group should 
help the other to see that both ends are 
met, asserted Robert R. Duncan, chair- 
man of the board of Harvard Trust Co., 
Cambridge, and president of the Trust 
Division, American Bankers Association. 

“Even in the two areas where we may 
be said to be competitive rather than 
complementary, an honest and dispas- 
sionate consideration of the facts in a 
given case will usually indicate pretty 
clearly whose product is best suited to 
the situation,” Mr. Duncan observed. 
“It is actually a waste of time to attempt 
to sell something which is not the best 
for the purchaser in the long run, and 
eventually such an attempt will react 
against the seller if he tries to do it.” 

Mr. Duncan then detailed an instance 
in his bank where life insurance was 
urged by his institution as the indis- 
pensable ingredient in a loan situation 
with a closely held business. 


Acecountant’s Contribution 


In preparing their audit reports, CPAs 
keep in mind that not only clients are 
their likely readers, but also bankers, 
present or prospective part-owners, the 
attorneys and investment counselors 
representing all these people, declared 
Louis H. Pilié, of New Orleans, presi- 
dent of American Institute of Certified 
Public Accountants. Need for adequate 
disclosure in financial and income state- 
ments creates the auditor’s obligation to 
examine insurance coverage, including 
life. Consequently, auditors must make 
themselves knowledgeable in that area, 
not as experts, but as professional con- 
veyers of the truth, and sometimes as 
advisers in dealing with financial sta- 
bility, the speaker noted. CPAs who join 
with others in estate planning must 
recognize any insurance deficiencies in 
that area of practice. 


Some CPA firms have developed spe- 
cial trainees among their partners or 
staff members to alert their clients where 
insurance programs seem unbalanced. It 
might be well received by CPAs if 
agents were to campaign for greater 
educational exposure, through periodical 
addresses and discussions at accounting 
firms’ staff meetings, Mr. Pilié added. 
The agents should offer their services. 
CPA firms are themselves under-insured. 
for the most part, in the speaker’s opin- 
ion. One requirement for the perpetua- 
tion of the smaller CPA firms is partner- 
ship insurance. Some of their clients are 
even more dilatory in providing protec- 
tion, especially the younger groups. With 
the likelihood of enactment of HR 10 
or legislation similar to the Keogh bill. 
accountants and their clients will find 
new interest in profit-sharihg and retire- 
ment plans. 


Disability Business Insurance 


At a workshop session on Tuesday 
afternoon, William Harmelin, Continen- 
tal Assurance, New York, discussed the 
disability approach to business insur- 
ance and Francis T. Fenn, CLU, Na- 
tional Life of Vermont, Hartford, ex- 
plained the advantages of setting up tax- 
sheltered annuities for non-profit corpo- 
rations under 501 (c) (3) of the Internal 
Revenue Code. 

Mr. Harmelin pointed out that a pro- 
vision for buy-out in case of the disabil- 
ity of a partner or close corporation 
stockholder is as important as in case of 
death. A disability income provision is 
equally important in deferred compen- 
sation agreements. The chances of dis- 
ability during a working lifetime are far 
greater than the chances of death. He 
declared that a buy and sell agreement 
covering the disability hazard should 
contain seven salient points: 

(1) definition of disability; (2) 
amount of salary during disability be- 
fore buy-out; (3) when the buy-out 
should be mandatory; (4) source of 
funds; (5) number of installments need- 
ed to effect the buy-out; (6) disposi- 
tion of life insurance policies on the 
healthy and the disabled stockholders or 
partners; (7) provision for the contin- 
gency of death during the period that 
disability buy-out payments are being 
made. 
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A disability buy-out agreement that 
attempts to define disability without re- 
ferring to a specific disability insurance 
policy of a specific company is an invi- 
tation to endless disagreement. litiga- 
tion, enmity and unhappiness, said Mr. 
Harmelin. 


Some insurance men believe that man- 
datory buy-out in case of serious and 
long-term disability may be objection- 
able in instances where the disabled per- 
son recovers, Mr. Harmelin conceded, 
but he cited disability data covering 
1930-1950 which showed that only 15 
out of 100 persons disabled for three 
years at the age of 3714 recover, while 
at age 4714 only 9.8 recover. The longer 
the disability the fewer the recoveries, 
and the older the victim the less the like- 
lihood of recovering. 


Annuities 


The 1958 Technical Amendments Act 
makes it possible for a non-profit organ- 
ization to which I.R.C. Section 501(c) 
(3) applies to pay annuity premiums up 
to 20° of an employee’s compensation 
without having the premiums taxable to 
the employee as current income, Mr. 
Fenn pointed out. Additional tax free 
premiums can be paid for past services. 
In general, a 501(c) (3) organization is 
a corporation organized and operated 
exclusively for religious, charitable, 
scientific, literary or educational pur- 
poses. 

Prospects include doctors and others 
with high salaries or outside income who 
are working full-time or part-time for 
hospitals or colleges: also 501(c) (3) 
organizations not having formal pension 
plans. 

The tax sheltered annuity plan can be 
discriminatory as to what is done for 
one employee as compared with another. 
Moreover, employees can be encouraged 
to contribute themselves by taking a sal- 
ary cut. This procedure has an obvious 
tax advantage as compared with the 





Sharon Louise King,, of 
Washington, D.C. win- 
ner of American Secur- 
ity and Trust Co.’s Estate 
Pianning Award given an- 
nually to the graduate 
who achieves the highest 
scholastic average in the 
Estate Pianning course at 
Georgetown University 
Law School, being con- 
gratulated by Paul R. 
Dean (left), dean of the 
Law Center, and Joseph 
L. Whyte, vice president 
and trust officer of Amer- 
ican Security. A similar 


award is also presented annually to the outstanding graduate student in Estate Planning at 
George Washington University. 








conventional method of employee con- 
tributions after personal income tax, 
used in qualified pension plans. 

Mr. Fenn pointed out that the employ- 
er must be the applicant and the pre- 
mium payer, the employee annuitant is 
the owner and names the beneficiary of 
the contract. and unless there is already 
an employment contract between the em- 
ployer and employee, there should be a 
letter from the employer to the employee 
setting forth the terms of the employee's 
compensation and the annuity premium. 

Other important tax aspects are (1) 
the full annuity income will be taxed at 
retirement; (2) no capital gains tax ap- 
plies at any time; (3) for employees of 
501 (b) (1), (2) and (3) organizations 
(religious and educational organizations 
but not most hospitals) the following 
additional tax benefits are available; (a) 
in the event of death, the beneficiary re- 
ceives the first $5,000 income-tax free, 
the balance being taxed as normal in- 
come; (b) death benefits are not sub- 
ject to federal income tax; (c) a gift 
would not be subject to federal gift tax. 


Planning Approach with 
Professionals 


The Wednesday afternoon workshop 
on estate planning had as _ principals 
Newton H. Johnson, independent, 
Toledo, Ohio, Walter R. Cavanaugh, 
CLU, Phoenix Mutual Life, Grosse Point 
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Woods, Mich., and Rene A. Wormser of 
the New York City law firm of Wormeer, 
Koch, Kiely & Alessandroni. 

Mr. Johnson discussed his estate plan- 
ning procedure, including selection of 
prospects with closed company holdings, 
initial fact-finding meeting, followed by 
a preliminary estate report covering sev’ 
eral basic factors, including inventory of | 
present assets, together with cash re- ; 
quirements with or without the marital | 
deduction; projected valuation of the es. | 
tate with revised cash requirements; us- | 
ing a profit-sharing trust as a future | 
market for closed corporation stock to | 
offset increased estate values and taxes | 
as well as to retain control in the fam. | 
ily: a short summary commenting on | 
the various estate problems, with recom- | 
mendations for immediate changes | 
necessary ‘to reduce estate shrinkage and / 
provide cash reserves for taxes and other | 
costs; revised estate report following the | 
completion of the recommendations. 

“After a review of our preliminary [ 
estate report the prospect will usually [ 
require an attorney to complete the | 
changes,” said Mr. Johnson. “By now, © 
he will want us to be present in order to 
explain what he has done. As a result, 
the prospect’s professional advisers are 
most reasonable. In many instances we 
find it necessary to write a revised estate 
report, showing the effect of the changes 
that have been made, as well as remind- 
ing the client of other unfinished steps | 
to follow.” 
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Discussing the agent’s role in estate 
planning, Mr. Cavanaugh advised taking 
these steps to present a preliminary re- 
port, if the prospect has an attorney: 
(1) get permission on the initial inter- 
view to work with the attorney: (2) | 
client calls attorney, agent advises attor- | 
ney that their mutual client would like | 
them to get together and coordinate the 
client’s insurance with his general es 
tate: (3) agent shows client his forms 
and asks him whether he would like to 
make calculations or have agent do it: | 
then agent gets together with attorney | 
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for his re«--mmendations regarding the 
legal questions involved; (4) attorney 
and agent (en make an appointment for 
delivery ©! recommendations to the 
client. 

“] prefer to have the attorney work 
with me from the beginning,” said Mr. 
Cavanaugii, “but in many cases the 
dient does not have an attorney, and I 
have to sell him on the merits of estate 
planning before he will hire one. This is 
where the insurance agent can get into 
trouble if he violates the rules against 
the unauthorized practice of law. In or- 
der to avoid any possibility of overstep- 
ping my bounds, I purchase the copy- 
righted Estate Balance Sheet and Check 
List. which I first learned about at the 
Practising Law Institute in New York. 
| had the president of the Detroit Bar 
Association go over my _ presentation, 
and he approved its use. 

“It is no problem to show mathemati- 
cally that the potential savings in taxes 
and court costs will justify the payment 
of any legal fees resulting from having 
an attorney do a thorough estate plan- 
ning job. Even in the cases that do not 
involve estate planning and taxes, I al- 
most invariably advise my client to com- 
plete his program by having an attorney 
draw up a good will — if for no other 
reason than to name his own executor 
and guardian and avoid bond costs in 
his estate and have trusts arranged for 
his children if neither he nor his wife 
should live to see them reach age 21.” 

Mr. Cavanaugh is scrupulous about 
working with the professional advisers 
the client has used in the past, as 
against recommending anyone, but if the 
client has no lawyer, Mr. Cavanaugh 
tells him about two or three lawyers 
with whom he has worked. 

The accountant is usually closer to the 
small business and professional man 
than any other adviser, said Mr. Cavan- 
augh. Often the client wants his accoun- 
tant in the picture all the way, as taxes 
play an important part in the over-all 
plan. “The accountant is the one who 
knows values, assets and liabilities of 
the estate and is invaluable in making 
accurate forecasts of the probable taxes 
facing the estate.” 


Corporate Planning 


A concurrent workshop session, on 
opportunities in corporate planning, had 
as speakers David B. Chase, partner in 
J. K. Lasser & Co., Alfred S. Howes. 
Connecticut Mutual Life, and Leo P. 
Mirsky, CLU, New England Life, all of 
New York. 

Mr. Chase made a number of sugges- 
tions for the organization, operation and 
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eventual disposition of a business in a 
manner calculated to provide liquidity 
or a bail-out of funds for the closely 
owned corporate business. In designing 
the capital structure of a new corpora- 
tion so that it may be helpful in later 
years to cash in a portion of the original 
investment, Mr. Chase mentioned the 
danger in having too much debt as part 
of the capital structure. Preferred stock 
should be considered, this being prob- 
ably the only time that preferred stock 
would not be regarded as “Section 306” 
stock. 

When acquiring a new business it may 
be best, said Mr. Chase, to buy assets 
rather than outstanding capital stock. 
Here it may be possible to have several 
corporations, resulting in a lower over- 
all tax rate, by having separate corpora- 
tions purchase separate assets from the 
selling company. 

Use of “liquidator corporations” is 
another possibility. These corporations 
would be owned by the individual stock- 
holders and would carry on some “para- 
sitical” inter-company activity, but 
would be in a position to be liquidated 
at some later date without damaging the 
good will of the main operating corpora- 
tion. 

Mr. Howes said a life underwriter, in 
computing the value for which a key- 
man should be insured, should use the 
same basis as in personal programing, 
though this might be quite different 
from the usual accounting practice. For 
example, take a corporation’s treasurer, 
who is responsible for making sure the 
accounts receivable are collected on 
time. Sales are at the rate of about 
$250,000 a month, and the company 
maintains $90,000 of cash, which will 
provide operating funds for 11 days. 
The corporation will be forced to bor- 
row — if it can obtain a loan — unless 
it collects substantially all of its ac- 
counts receivable when due. This would 
indicate that if the company were be- 


hind in its collections by one month 
it would require loans of about $200,- 
000 to take up the slack. If this oc- 
curred regularly it would cost the cor- 
poration an additional $12,000 a year 
in interest. 

The human life value of the treasurer, 
therefore, is $12,000 a year until he is 
replaced, plus the amount of dollars 
that would be required by the corpora- 
tion in the event of his death so as to 
avoid the requirement of making the 
loan, and to repay. A program basis 
for the life insurance, therefore, would 
be $12,000, plus the amount of funds 
required until the corporation could get 
a good collections man. For example, 
assume that the corporation manage- 
ment determined that three-fourths of 
the accounts receivable would be col- 
lected without personal attention of the 
treasurer. The balance, or 25% of $250,- 
000 would be $62,500. Therefore, the 
human life value that should be insured 
would be $12,000 plus $62,500. 

The same type of analysis could be 
made for the other key executives, said 
Mr. Howes. 

The integration of employee benefit 
plans with estate planning, Mr. Mirsky 
said, is a two-way street. Essentially the 
problem that we are considering is the 
way in which so-called fringe benefits 
can be used not only to augment and 
supplement the personal estate but also 
to form an integral part of the estate 
plan as a whole. “This approach, which 
has been little used, suggests two oppor- 
tunities: (1) an examination of their 
estates with substantial policyholder- 
employees to be certain that advantages 
of available employee benefits are be- 
ing properly utilized. and (2) the use 
of an estate as the jumping-off point in 
establishing a need for the installation 
of some type of employee benefit plan to 
provide coverages and benefits that are 
impossible of achievement by the indi- 
vidual alone. 
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Financed Insurance 


The workshop on capital transfer in- 
surance, life insurance trusts, how to 
combine insurance with tax savings pos- 
sible through charitable giving, the use 
of financed insurance, and the import- 
ance of protecting life insurance cash 
values as collateral featured William J. 
Casey, partner in the New York City 
law firm of Hall, Casey, Dickler, Howley 
& Brady. After pointing out the various 
hazards of financed life insurance, in- 
cluding the loss the insured would suffer 
if Congress should remove the tax ad- 


vantage, Mr. Casey offered this set of 
rules as a protection against harmful 
repercussions: 

1. Don’t sell financed insurance un- 
less there is an existing and clearly 
demonstrable need for the protection it 
affords. This means that the insurance 
sold should not exceed the amount of a 
definite and reasonable future liability, 
such as estate taxes, the amount of capi- 
tal needed to produce a minimum family 
income, etc. 

2. Don’t sell financed insurance un- 
less insurance protection and not the 








LEADER 

in pension and 
profit-sharing 
plans 


Each year sees a steady increase in the number of Pension and Profit- 
Sharing Plans established by American business. Successful operation 
of such plans requires extensive experience, a wealth of technical 
facilities and a continual supply of up-to-the-minute, first hand infor- 
mation. That’s why so many businesses throughout the country make 
use of Girard’s Pension and Profit-Sharing Department. 


1. Girard was among the very first banks to establish a separate 
Pension and Profit-Sharing Department for the planning, establish- 


ment and administration of pension plans and profit-sharing plans 
for businesses of all kinds, both large and small. | 


2. The Girard Diversified Pension Fund was the first such fund 
established anywhere specifically for the investment of business 
pension plans. It offers businesses, whatever their size, the advantages 
of diversification, safety and economy of operation usually available 
only to multi-million dollar funds. In addition, each plan maintains 
its separate identity, sets its own policies on contributions and benefits. 


Would this broad background of experience and wealth of technical 
facilities be of benefit to you or your clients? It is yours for the asking. 
Write to Mr. J. Milton Neale, Vice President of our Pension and Profit- 
Sharing Department, GiraARD Trust Corn EXCHANGE BANK, Phila. 1. 
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tax advantage is the primary motivation, 

3. Don’t sell financed insurance un- 
less the amount of insurance and the 
annual financial obligations are reason- 
ably related to the present and prospec- 
tive income of the buyer in line with 
sound underwriting practice. 

4. Don’t sell financed insurance in 
excess of $100,000 unless the insured is 
prepared to pursue a definite program 
of acquiring other investment assets 
with which to balance off the loan. (Mr. 


Casey said he used the $100,000 figure | 


because in today’s economy that is about 
a minimum amount of capital that will 
provide a modicum of family security.) 
5. Lean over backwards 
changing existing policies. 
6. Satisfy yourself that the buyer un- 
derstands all the details and special as- 


pects of the insurance and the financing 
plan. 


to avoid 


7. Make every effort to have it re- 
viewed by his attorney or accountant. 


8. Be sure that any illustration or 
sales presentation has been based upon 
the actual current economic circum- 
stances of the buyer as related to his 
balance sheet and income tax bracket. 

9. Make sure that interest rates and 
dividend schedules projected in any 
presentation are realistic, and point out 


that these elements are subject to fluctua- 
tion. 


10. Show how variation of income | 
‘tax brackets, interest rates and policy 


dividends may have adverse effects on 
the cost and general desirability of the 
plan. 

11. Furnish the buyer with an illus- 
tration showing the effect of increased 
borrowing and increasing annual total 
interest costs, and the effect of these 
factors on the net protection afforded 
by the plan and the ultimate cost of that 
protection. 

12. See that all of these cautions, all 
adverse possibilities, all assumptions and 
particularly the assumptions used as to 
the economic circumstances of the buyer 
(and the fact that he provided them) 


_ are set forth in written communications 


to him so that there can be no reason 
for misunderstanding. 

As a partial list of situations where 
financed insurance may be prudent and 
justifiable Mr. Casey mentioned (1) 
wealthy individuals with ample assets 
but needing liquidity for estate taxes 
and short of after-tax income to carry 
insurance; (2) young men on the rise 
who have high current income and liv- 
ing standards, yet unable to buy enough 

(Continued on page 733) 
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ACCEPTANCE OF EMPLOYEE ERUSTS 


Specific Areas for Adoption of Policies 


C. W. HASTINGS, Jr. 


Trust Officer, The First National Bank of Oregon, Portland 


ACH OF US SHOULD HAVE FAIRLY 
| ae settled policies as to the types 
of pension and profit-sharing trusts, or 
features in such trusts, which we will 
accept willingly, or accept reluctantly 
and upon certain conditions or not ac- 
cept at all. We should not hesitate to 
make these policies known as promptly 
as possible after any questionable fea- 
tures come to our attention, whether 
during preliminary discussions or when 
the trust is proffered for acceptance 
without preliminary discussion. 


Investment in Mutual Funds 


The trust in which we are expected. 
or expressly required, to invest wholly 
or primarily in mutual funds is not 
common, but it is now and then offered. 
In most such instances, the persons re- 
sponsible for establishing the trust have 
settled on one particular mutual fund 
or mutual fund group. In my opinion, 
we should seek to avoid the acceptance 
of such a trust because our principal 
function as trustee is the management 
and investment of the trust funds — a 
function which has no validity when we 
exercise no judgment. In such a case. 
we have no other discretion to exercise 
and our job becomes merely custodial 
and clerical. This conclusion may simply 
be a matter of pride in our stature as 
professional trustees, but there are other 
supporting considerations. 

The entrance or initial investment 
charges and the management fees of 
mutual funds are duplications, or more 
than duplications, of our fees. There is 
the question of delegation, which can- 
not be entirely disregarded unless mut- 
ual fund investments are made a basic 
condition of the pension or profit-shar- 
ing plan itself. 

In many if not most cases, the matter 
need never progress to the point of 
formal declination. Sometimes, if we 
wish to do so, we can “unsell” the mut- 
ual fund idea; and in many instances 
pointing out the lack of any real need 
for our services and the duplication of 


Before Workshop Panel at 35th Western Regional 
Trust Conference, A.B.A., Seattle, July 14, 1961. 
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costs will avert the trust without leaving 
any feeling of resentment in the minds 
of the company management. 


Split Funding with Insurance 


A more common type of trust which 
raises some question is that in which 
a portion of the trust funds, perhaps 
as much as one-half, is to be used to 
pay insurance premiums and the re- 
mainder is to be invested in the usual 
way. 

There appears to be no reason to 
decline or to discourage such trusts, and 
there is often good reason why we 
should welcome and cooperate willingly 
in their establishment. The use of one 
form or another of insurance sometimes 
adds considerably to the effectiveness of 
a retirement plan, particularly a profit- 
sharing plan in which the accumulation 
may be inadequate for some years to 
provide suitable retirement _ benefits. 
However, the inclusion of insurance 
does add to the work of handling the 
trusts and may lead to difficulties and 
liabilities difficult to measure and in 
many instances potentially substantial. 


We should, therefore, establish, make 
known, and adhere to certain minimum 
requirements as conditions to the ac- 
ceptance of such trusts. As a matter of 
basic policy, we should require that our 
duties and responsibilities with respect 
to insurance be set out in the trust in- 
strument clearly. 


I suggest that although the trustee 
may be the owner of the policies and 
be the agency for the execution of all 
dealings with the insurance contracts, 
the sole responsibility for decisions to 
acquire, retain, increase or decrease, 
modify, transfer, convert or surrender 
insurance contracts should be placed 
expressly upon the administrative com- 
mittee; and the trustee should be re- 
lieved of any duty to inquire into the 
adequacy or suitability of the insurance 
program and be relieved of liability for 
the consequences of any action taken by 
it in accordance with the committee’s 
directions. 


Further, because we can never be 


sure just how effective these exculpatory 
provisions may be in a given situation, 
we should insist that the trust instrument 
describe the insurance program suflici- 
ently to enable us to determine with 
some assurance whether the committee 
is acting within the general scope of its 
authority. In this connection, the amount 
and type of insurance to be acquired 
should be defined; there should be 
some standard against which the cost of 
the insurance can be tested: and the 
circumstances under which the insur- 
ance coverage of any participant may 
be reduced, modified, transferred to him, 
converted or terminated should be de- 
fined, with an eye to the effect of the 
vesting provisions and of employee con- 
tributions, if any. 

I think we should make a charge for 
applying for insurance, holding poli- 
cies, paying premiums, modifying, con- 
verting, and generally dealing with in- 
surance, because just doing these things 
takes time. In addition. we have some 
obligation to satisfy ourselves that each 
of these things we are asked to do is 
not in conflict with the terms of the 
controlling instrument or otherwise im- 
proper on some ground of which we 
should be aware in the exercise of any 
reasonable care. If possible the fee 
should be left open on a “reasonable 
compensation” basis. 


Investing in Company Stock 


If we are requested to act as trustee 
of a pension or, more probably, a profit- 
sharing trust in which investments are 
expected to be wholly or substantially in 
the stock or obligations of the employer, 
each case should be considered care- 
fully, as some may be entirely accept- 
able; but in most such cases problems 
arising from the necessity of preserving 
the tax qualification of the trust and 
from conflicts between the best inter- 
ests of the trust beneficiaries and the 
current best interests of the employer 
corporation are inherent. I believe that, 
in the absence of convincing evidence to 
the contrary, we should decline to ac- 
cept any obligation to invest in the 
employer business. 
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Obviously. it is unwise to accept trust 
from an employer in a questionable posi- 
tion financially. Accepting a trust from 
an employer who cannot maintain it 
usually means trouble, because closing it 
out is not a simple thing after a year 
or two or three of its existence. Involved 
in addition to the usual work of termi- 
nating any trust are months of delay. 
with importunities for distribution. 
while clearance for the closing is await- 


ed. 


Direction Trusts 


Perhaps the most troublesome of all 
trusts, from the standpoint of accept- 
ability, is the so-called “direction trust,” 
in which the power to direct investments 
is in the Administrative Committee ap- 
pointed by the employer. or perhaps in 
the employer or some other agency. The 
dilemma of the “direction trust” arises 
from the circumstance that upon accept- 
ance the trustee becomes, on the one 
hand, obligated to follow the directions 
of the committee while, on the other 
hand, remaining responsible for impru- 
dent or otherwise improper investments. 

If the trustee refuses to make a di- 
rected investment, recriminations will 
surely follow, as may liability if the re- 
fusal cannot be clearly justified; but, 
if the trustee does not refuse to follow 
instructions to make an improper in- 
vestment, it may be acting in neglect or 
breach of its fiduciary responsibilities 
and incur severe criticism and liability. 
Unjust as it may appear, despite an ex- 
press grant of investment authority to 
the committee, and despite exculpatory 
language, the trustee and the commit- 
tee share a co-fiduciary relationship and 
the trustee cannot escape sharing re- 
sponsibility for any improper invest- 
ments in which it participates, even 
though its role is relatively passive. 

Our policy should not be to accept on 
the strength of the notion “Oh, well, we 
can always resign.” Resignation is sel- 
dom a cure-all. It may come too late; 
or the question of disposing of the ob- 
jectionable direction which triggered the 
resignation will in the meantime have to 
be answered. Moreover, unless the 
proper foundation has been laid at the 
outset of the trust, resignation can have 
some highly corrosive side effects. 

Basically, it should be our policy to 
avoid direction trusts in the pension and 
profit-sharing area; and we should ad- 
here to this policy rather firmly. This 
does not mean simply declining such 
trusts out of hand in eyery case. In 


some cases, trusts offered as direction. 


trusts can, through discussion with the 
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employer management. be converted to 
approval trusts or agencies or, as hap- 
pened in one case. to a direction trust 
with an express power of veto in the 
trustee. 

A frank discussion with the employer 
management can materially reduce the 
number of cases upon which the hard 
decision must be made. Further, it 
brings our position clearly before the 
employer management in the calm at- 
mosphere of preliminary discussion, giv- 
ing us an opportunity to test the prob- 
able reaction to a refusal of the busi- 
ness, and to prepare the way for a re- 
fusal if that must be the decision. 

Where refusal is simply not in the 
cards because of a real hazard of seri- 
ous detriment to very valuable banking 
relationships, the trust should be ac- 
cepted upon the condition that there 
will be included in the plan and the 
trust agreement. and in the explanatory 
booklet or other material given the par- 
ticipating employees. a clear-cut state- 
ment that the investment power resides 
solely in the committee. that the com- 
mittee is not restricted to so-called legal 
investments, that the trustee has no duty 
or power to control investments and 
occupies the position of custodian or 
agent relative to the committee. In the 
trust instrument this statement should 
be in addition to the usual exculpatory 
provisions. 


In addition, at the outset, before any 


investment activity has been taken. a 
letter should be delivered to the com- 
mittee, and to the employer management. 
pointing out that it is the policy of the 
trustee, in the administration of direc- 
tion trusts, to review directed invest- 
ments; to protest any direction which 
it in good faith believes to be impru- 
dent or otherwise improper; and if such 
directions cannot be modified, to re- 
sign before executing such direction. 
The letter should also invite the com- 
mittee to discuss with the trustee its 
proposed investments prior to issuing 
directions, 

Finally, the trustee should take every 
opportunity to discuss investments with 
the committee and offer recommenda- 
tions and information. 


Individual Records 


One question of general application is 
whether we, as trustees, should under- 
take to maintain individual participant 
account records in connection with em- 
ployee benefit trusts. | made inquiry of 
seven trust departments in various com- 
munities in our western area. Of these 
seven, three do not maintain individual 





participant records, one maintains such 
records regularly, and three (one appar- 
ently reluctantly) do so in some in- 
stances. 

In my opinion, we should seek to 
avoid assuming this responsibility. In 
most cases it costs us more to do the 
job than it would cost the employer to 
maintain such records in its own office, 
Consequently, a fee compensatory to 
the trustee for this service often seems 
exorbitant to the employer. One aspect 
of the maintenance of employee records 
which adds to our costs is that we must 
maintain such records having none of 
the necessary information originally in 
our own files. This involves seeking, 


sometimes requesting again and again, | 


the necessary information, going back 
for clarifications or missing parts, and 
generally expending time and effort ob- 


taining facts already assembled in the | 


employer’s payroll records. 
Further, if we undertake to main- 
tain such records, we inevitably become 


responsible for their accuracy and will | 


be expected to defend them when chal- 
lenged by some dissatisfied participant 
or ex-participant. The fact that our fig- 
ures inaccurately showing the amount 
to the challenger’s credit are based upon 
faulty information received is likely to 
be of small comfort. 

Fortunately, following a_ policy of 
avoiding the maintenance of participant 





TT 


een 


records seldom involves a bald refusal | 
to act. Ordinarily it requires relatively | 


little discussion to convince the employer 
management that the trustee is entitled 
to extra compensation for this service, 
and that this compensation plus the cost 
to the employer of transcribing and 
transmitting to us the required informa- 
tion adds up to a greater total cost than 
doing the whole job in the employer’s 
office. 

Occasionally, a small employer will 
say that although he recognizes the de- 
sirability of having the participant rec- 
ords in his own office, there is no one 
on his staff with the necessary know-how 
and, therefore, he must rely on the trus- 
tee. Many if not most such cases can 
be solved by an offer to help set up the 
procedures and to supply suitable rec- 
ord forms, which we can do with rela- 
tively little effort and little cost. 

It does not appear that the trustee 
has any responsibility to inquire into 
the adequacy or accuracy of individual 
participant records maintained by the 
committee in the employer’s office if the 
trust instrument specifically assigns the 
maintenance of such records to the com- 
mittee and authorizes the trustee to 
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make benefit disbursements as directed 
by the committee. 

This and other divisions of duties and 
responsibilities can of course be 
achieved with less reliance on language 
if the plan itself and the trust agree- 
ment are separate documents — one de- 
fning the plan, providing for the com- 
mittee and describing its duties, and one 
setting out the trustee’s duties, including 
that of making disbursement of benefits 
as directed by the commitee. 

If, for some reason, the trustee finds 
it necessary or advisable to accept re- 
sponsibility for the maintenance of the 
individual participant records, there is 
no formula or rule of thumb by which 
adequate compensation can reliably be 
determined. The fee must be set accord- 
ing to a realistic view of the responsi- 
bility assumed and the cost. involved in 
obtaining the necessary information. 
keeping the records current, providing 
reports, and responding to inquiries. 

My remarks on individual participant 
records do not apply to those cases in 
which we handle the so-called “adminis- 
tration” of negotiated multiemployer 
pension or health and welfare programs. 


Pros and Cons of Pooled Funds 


Another question having no connec- 
tion with any specific type of employee 
benefit trust is that of the desirability 
of operaii. ¢ a common fund for the in- 
vestment of such trusts. Although there 
is no unanimity of opinion, the benefits 
generally attributed to the operation of 
a pooled fund are: first, it provides for 
distinct economies of operation as 
against the individual investment of all 
accounts; and second, it makes attrac- 
tive to small employers the creation of 
employee benefit trusts, usually profit- 
sharing, which might otherwise be too 
small in the early years of their exist- 
ence to be invested with anything like 
the degree of diversification, return and 
growth available through a pooled fund. 

The fundamental question in deciding 
to have or not to have a pooled fund 
is whether we have, or can reasonably 
expect to have, sufficient participation to 
achieve the benefits which are the pooled 
fund’s reason-for-being. However, in the 
consideration of this basic question 
some collateral questions must be kept 
in mind. 

Cash invested through the pooled 
fund is “locked-in” and cash on hand 
is “locked-out” between admission dates. 
These facts can generate pressures. Em- 
ployer and employee contributions re- 
ceived between admission dates are 
neither earning enough nor growing if 
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uninvested or invested in short term 
obligations at low rates. Cash demands 
for the payment of death or other un- 
anticipated benefits cannot be deferred 
for long, and making such disbursements 
on an overdraft basis can soon become 
painful. Maintaining sufficient reserves 
outside the pooled fund is not always 
practical, especially in small accounts 
where the maintenance of such reserves 
would largely defeat the purposes of in- 
vesting through the pooled fund. Fur- 
ther, some trust fiscal year ends will 
fall between the established pooled fund 
admission dates, and not all the em- 
ployers in such cases will go along with 
provisions in the trust instrument au- 
thorizing evaluation of the trust and of 
the participating employees’ interests as 
of the last preceding or the next suc- 
ceeding pooled fund admission date. 

These considerations inevitably tend 
to result in more and more frequent 
admission dates; and the more admis- 
sion dates, the greater the cost of opera- 
tion. 

Another aspect of the cost picture is 
this — that the creators of large em- 
ployee benefit trusts are not likely to be 
much interested in a pooled fund, and 
its benefits to the trustee and to the 
participating trusts lie principally in the 
small trust area. Small trusts, until they 
grow enough no longer to be small 
trusts, are not particularly profitable 
for us, pooled fund or no pooled fund; 
and consideration must be given to the 
desirability of accepting a volume of 
this type of business. 

I do not regard these considerations 


as objections to the operation of a 
pooled fund. They are simply factors 
which must be taken into consideration 
in determining the economic feasibility 
of such a fund. I believe that a pooled 
fund is an effective sales and administra- 
tive tool in developing a volume of 
smaller trusts in the anticipation of their 
steady growth over the years, and that 
a pooled fund can be operated satisfac- 
torily, from a cost standpoint, by a 
trustee having a reasonable assurance 
of, say, 15 or 20 participating trusts. 

In my opinion a pooled fund should 
be divided into a fixed-income division 
and an equity division, so that the 
proportions of fixed income and equity 
holdings may be varied from trust to 
trust. A single diversified fund becomes 
in time a bed of Procrustes, less and 
less useful and attractive as an invest- 
ment medium for a variety of trusts, no 
two of which are quite alike. 


ih es 
Two More Poo.ep PENsion FuNpDsS 


First Continental National Bank and 
Trust Co., Lincoln, Neb., has announced 
the establishment of two Collective In- 
vestment Funds as of July 1, 1961. The 
new funds will provide First Continen- 
tal’s correspondent banks and corpora- 
tion clients with a diversified investment 
program for retirement trusts which 
cover only a few employees. There is no 
limit, however, on the amount that can 
be invested by a trust in either fund. 

The initial investment in Fund C 
(fixed income) was $400,000. Fund D 
(common stocks) began with $600,000. 





Missouri. 


from other states to Missouri. 





First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Cornpany engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of. the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancillary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 
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TAX SHADOWS OF THE SIXTIES 


Highlights of Estate and Trust Income Tax Proposals 


ONG BEFORE THE MAJOR 1954 
| Bema in the taxation of income 
of estate and trusts could be digested, 
defects began to appear. In its first re- 
port on estates, trusts, beneficiaries, and 
decedents, dated May 8, 1957, the ad- 
visory group on Subchapter J set forth 
the changes it thought Congress should 
consider. The advisory group submitted 
a revised first report later in the same 
year, following in 1958 with an adden- 
dum to the revised report, a special re- 
port, and at the close of 1958 a final 
report. Their recommendations were in 
large part included in the Trust and 
Partnership Income Tax Revision Act 
of 1960, which did not pass Congress. 

We are now, more than four years 
after the first report of the advisory 
group, and seven years after the passage 
of the applicable legislation, still con- 
sidering what changes should be made. 
Four major changes recommended by 
the advisory group I wish to discuss are: 


1. Multiple trusts. 
2. Tier system in taxing distribu- 
tions. 


3. Exemption of distributions from 
tax. 
4. Corpus deductions. 


Multiple Trusts 


The multiple trust problem has arisen 
because of the benefits to be secured, 
under progressive tax rates, from crea- 
tion of additional taxable entities. Mul- 
tiple trusts have no doubt also received 
impetus from $2,000 exemptions from 
the throwback rule. I do not think the 
problem is widespread. In 25 years I 
have never seen a flagrant case of the 
use of multiple trusts, and trust officers 
with whom I have discussed the problem 
indicate their experience is the same. 
Nevertheless, the evils to be cured are 
well pointed out in a recent case (Eunice 
P. Boyce, Trustee, 190 F. Supp. 950), 
where 90 trusts were set up by the same 
grantor for the same beneficiary, and 
administered as one entity. This flagrant 
example was stricken down by the court, 
and this may be the answer to the multi- 


From address before 35th Western Regional Trust 
Conference, Seattle, July 13, 1961. 
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ple trust question. Perhaps the flagrant 
examples can be eliminated under exist- 
ing legislation by court decisions look- 
ing at the reality of the situation, and 
not any legal fictions. 

The advisory group indicates it would 
be simple to consolidate by legislation 
multiple trusts created on the same date, 
with similar assets, the same trustee, ac- 
cumulating income for the same period 
of years, and distributable to the same 
beneficiary. The group then discussed 
the possible variations, including: grant- 
ors, dates of creation, dissimilar assets, 
trustees, dates of distribution, powers of 
beneficiaries, distribution and appoint- 
ment, contingent remaindermen. 

There are, of course, a number of 
nontax reasons for establishing what 
might be considered multiple trusts. 
These include: 

1. Different trustees for 
assets, as: 
a. Real property in various states. 
b. Closely held business held by’ 
one trustee, commercial real estate 
and listed securities by another. 
c. Separate trusts under separate 


trustees for diversity of manage- 

ment. 

2. Different purposes for trusts, 
leading to varying dates for distribu- 
tion of corpus. 

a. Education 

b. Commencing business 

ce. Establishing home on marriage 
d. Attaining certain age 

e. Travel 

3. Varying life tenants or remain- 
dermen. 

4. Possible improvements in previ- 
ous trust or trusts, due to changes in 
law or judicial interpretation. 


different 


The two principal problems in draft- 
ing legislation, pointed out by the ad- 
visory group, are defining the types of 
trusts to which the legislation is to apply 
and solving the administrative problem 
of imposing on a fiduciary a possible 
tax liability determinable only on facts 
not in his possession, and perhaps after 
he has distributed. the assets out of 
which the tax is payable. 

The 1960 proposed Act provided for 
aggregating the income of multiple 
trusts, and taxing them as a unit, on 
either their currently accumulated in- 





come or their taxable income allocable | 


to corpus, if: 


1. The primary beneficiary or bene- 
ficiaries of either of these classes of 
income were substantially the same, 
and 

2. The trusts were considered as 
established by the same grantor. 


The proposed legislation ignores dif- | 


ferences in such items as dates of crea- 
tion of the trusts, dissimilar assets, trus- | 


tees, dates of distribution, and powers 


of various individuals. The proposal | 


seems to “look through” the trust enti- 
ties and say that if income is for the 
benefit of the same individual, although 
passing through various trusts, such in- 


come will be aggregated and taxed as a | 


unit. 


—7~ 


The 1960 changes would have applied | 


to taxable years beginning after the en- 
actment of the law. The changes would 


— 


therefore be applicable to existing trusts, | 


regardless of date of creation. 


Tier System in Taxing 
Distributions 


Under present law, we have a two-tier | 


system for determining the taxability of 
fiduciary income for beneficiaries. The 
first tier includes all income required to 


be distributed currently. The second tier | 


includes all other distributions. 


Two principal problems arise. The | 


—o 


first concerns beneficiaries entitled to | 


receive only corpus. They may pay tax 


on part of what they receive while bene- | 


ficiaries entitled to receive only income 


receive some income free from tax. This | 


results from the lumping of discretion- | 
ary distributions from income and all | 


distributions from corpus in the same 
year, all sharing equally in distributable 
net income for tax purposes. 

The second problem has arisen where 
there are charitable distributions or de- 
ductions. Under existing law, distribut- 
able net income is reduced for purposes 
of the second tier by any charitable de- 
ductions. It therefore becomes possible 
to have distributions to a beneficiary 


that are not taxed, as long as they are | 


not required distributions of income, 
even though there is distributable net in- 
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con: which is considered as going to a 
charitable distribution. 

The Trust and Partnership Income 
Tax Revision Act of 1960 would have 
cured these problems by setting up a 
four-tier system, with distributable net 
income being allocated in order to the 
following: 


1. Distributions that may be made 
from income only, whether required 
or discretionary. 

2. Distributions which may be 
made out of either income or corpus, 
at the discretion of the fiduciary. 

3. All other distributions, includ- 
ing charitable distributions. 

4. Amounts set aside for chari- 
table purposes, although not actually 
distributed. 

The results of the proposed changes 
would be: first, that distributions from 
corpus would never be taxed unless dis- 
tributable net income exceeded distribu- 
tions which may be made from income 
only; second, distributions to charity 
would be treated pro rata with other 
corpus distributions, instead of being 
deducted from distributable net income 
first. 


Exemption of Distributions 
from Tax 


The Internal Revenue Code of 1954. 
introduced a new era in the taxation of 
distributions from estates and trusts. In 
explaining distributable net income, the 
Senate Finance Committee report on 
Section 643 of the 1954. Code stated: 


In effect, the concept of DNI gives 
statutory expression to the principle 
underlying the taxation of estates and 
trusts; that is, that the separate tax- 
able entities are only conduits through 
which income flows to the beneficiaries 
except where income is accumulated 
by the estate or trust for future dis- 
tribution. 


This basic idea of any distribution 
from an estate or trust being prima facie 
a distribution of income, to the extent 
the fiduciary has income, has given rise 
to many problems. These have been par- 
ticularly acute in estates, as to: 

1. Distributions which are clearly 
out of corpus. 


2. Distributions to residuary lega- 
tees. 


3. Distributions in property, as the 
well publicized automobile to the 
widow. 


The result of the 1954 Code has been 
taxing to the beneficiaries any distribu- 
tion from an estate or trust, up to the 
amount of DNI, with the very limited 
exception for specific gifts or bequests 
provided in Section 663(a) (1). Thus, 
distributions clearly out of corpus under 
fiduciary accounting and applicable state 
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law have been taxed in equal measure 
with distributions clearly out of income; 
and distributions of tangible property, 
particularly personal assets as a home, 
automobile, etc., have been taxed to 
residuary legatees. 

The Trust and Partnership Income 
Tax Revision Act of 1960 would have 
expanded considerably the exclusions of 
distributions from tax, covering the fol- 
lowing: 

1. Specific bequests. 

2. Distributions of property. 

3. Family allowances. 

4. Distributions by small estates. 


Under present law, payments on spe- 
cific bequests are exempt only if they 
are paid in not more than three instal- 
ments. The 1960 Act would expand this 
exclusion to cover all payments made 
within a 36-month period after death, 
assuming the governing instrument does 
not require any payments to be made 
after the 36-month period. This provis- 
ion would apply only to estates and tes- 
tamentary trusts, and specifically not to 
inter vivos trusts. 

The 1960 Act would exclude from tax 
to the beneficiary any distribution of 
real property, tangible personal prop- 
erty, or closely held stock made from 
the corpus of an estate within 36 months 


after death. Closely held stock is stock 
in a corporation which either had 10 or 
less shareholders, or had 20 per cent or 
more of its voting stock included in 
determining the gross estate of the de- 
cedent. Also, the value of the stock in- 
cluded in the gross estate must exceed 
our now-well-known tests of either 35 
per cent of the gross estate or 50 per 
cent of the taxable estate. This provis- 
ion for treatment of distributions in 
property seems to cover any kind of 
property except money and _ securities 
not defined as closely held stock. 

Under the 1960 Act, any amount 
properly paid or credited from corpus 
of an estate during the 36 months fol- 
lowing death in satisfaction of a widow’s 
or family allowance under local law 
would be excluded from tax in the hands 
of the recipients. 

The final additional provision of the 
1960 Act regarding exclusions from tax 
concerns distributions by “small es- 
tates.” A small estate is one with a gross 
estate valued at date of death at $100,- 
000 or less. Any distributions of a small 
estate from corpus in the 36-month pe- 
riod following death would be excluded 
from tax in the hands of the beneficiary. 
A distribution is considered as made 
from corpus if it is properly charged 
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against corpus and designated as a dis- 
tribution of corpus on the books and 
records of the estate by the fiduciary. 

The obvious intention of the changes 
proposed in the 1960 Act would be to 
bring the rules on taxability of distribu- 
tions by estates considerably closer to 
those of fiduciary accounting. The ex- 
pansion of the exclusions would remove 
a number of the artificial, inequitable, 
and unexpected results of a complete ap- 
plication of the theory of all distribu- 
tions being first from DNI. They would 
definitely be an improvement for all con- 
cerned, and it is hoped that they can be 
enacted at an early date. 


Corpus Deductions 


Under the existing law, items may be 
chargeable to corpus under the govern- 
ing instrument and local law, and still 
reduce distributable net income if they 
are deductible items. This is true regard- 
less of whether there is “corpus income” 
or not. The result is a shifting of bene- 
fits from corpus beneficiaries to income 
beneficiaries in two ways: 


1. The trustee may have to pay 
tax on income allocated to corpus 
when there is actually no net income 
of this type. 

2. The income taxable to income 
beneficiaries is reduced by items which 
are not really charged against them. 


For example, assume an estate has 
ordinary income of $10,000 and net long 
term capital gain of $2,000, of which 
50 per cent or $1,000 is taken into in- 
come. If during the year the estate pays 
administration expenses of $1,000 which 


are taken as income tax deductions, the 
distributable net income is then $9,000. 
For purposes of fiduciary accounting, 
of course, there is income of $10,000. 
The administration expenses of $1,000 
are properly charged to corpus, reduc- 
ing the capital gain. If the estate dis- 
tributes its $10,000 income to income 
beneficiaries, they are taxed not on $10,- 
000 but on a maximum of $9,000, since 
this is the total of distributable net in- 
come. The result is the trustee pays tax 
on $1,000 of capital gain and the bene- 
ficiaries report as income $1,000 less 
than the amount they actually receive. 

The Trust and Partnership Income 
Tax Act of 1960 would have changed 
this by first applying all corpus deduc- 
tions against any income excludible 
from distributable net income. These 
deductions would be applied against only 
income subject to tax, after deductions, 
for example, of the 50 per cent of long 
term capital gain which is excluded, and 
the personal exemption of the estate or 
trust. Corpus deductions are defined as 
all items either chargeable to corpus 
under the governing instrument and 
local law, or charged to corpus in the 
discretion of the trustee, executor, or 
administrator. 


Broadening Tax Base 


One important general change we will 
hear more about is broadening the base 
of the individual income tax. Stanley S. 
Surrey, Assistant Secretary of the Treas- 
ury, has been a leading advocate for 
some years of the elimination of many 
of the personal deductions and exemp- 








every 


service 


for corporate or 


individual needs — 


NATIONAL BANK 


OF DETROIT 


Member Federal Deposit Insurance Corporation 


698 





tions of income items. Since Mr. Sur. 
rey’s principal task now concerns tax 
policy, his convictions will carry great 
weight. Last month, Treasury Secretary 
Dillon indicated there was a possibility 
of a cut in tax rates, but stated the Ad. 
ministration’s recommendation would be 
to couple any cut in rates with a broad. 
ening of the base. 

Whether broadening of the base and 
reduction of rates would be good or bad 
depends on the ratio of the individual’s 
deductions and exempt items to total in- 
come, compared to the ratio of all tax. 
payers. At least such a move would have 
hopes of simplifying the tax structure 
and, by reducing top rates, eliminating 
some of the incentive for involved tax 
“gimmicks.” 


AAA 
Advanced Underwriting School 


The University of Wisconsin’s 12th 
annual school of advanced life under- 
writing was held at Madison August 6- 
11. The seminar program was based on 
“The Life Underwriter’s Role in Plan- 
ning for Business Owners.” Serving as 
moderators for the program: George J. 
Laikin, Milwaukee attorney, and Wil- 
liam C, Goebel, C.L.U., general agent 
for the Central Life Assurance Co., Mad- 
ison. Speakers and their topics were: 

James Blakely, professor of account- 
ing, UW School of Commerce, “Ac- 
counting Principles the Life Underwriter 
Should Understand.” 


Edward F. Fendt, Equitable Life of | 
lowa, Chicago, “Using Accounting Con- 
cepts to Demonstrate Insurance Needs | 


and To Find the Premium Dollar.” 

William Lynch, Seefurth & McGivern, 
Milwaukee, “New Developments _ in 
Taxation of Interest to Life Under- 
writers.” 


Jack Zimdars, CLU, New England | 


Mutual, Madison, “Pension and Profit 
Sharing Plans for Small Businesses.” 

Maurice Kiley, CLU, vice-president, 
C. B. Stumpf, Inc., Madison, “Business 
Disability Insurance.” 

Stuart A. Monroe, general agent. 
Mutual Benefit Life Chicago, “Selling 
and Using Life Insurance for Business 
Purposes.” 

“Planning for the Disposition and the 


Retention of the Business Owner’s Es- | 


tate at Death” was considered by the 


staff of the J. Lowell Craig Northwest- | 


ern Mutual Agency team of Milwaukee. 


C. W. Tomlinson, CLU, and Gene D. | 


Reifsnider, of the home office of Bankers 
Life Co., Des Moines, conducted a 
“Workshop in Estate Planning for Busi- 


ness Owners.” 
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Some Factors Affecting 


NEW BUSINESS IN THE SIXTIES 


ARTHUR S. CARRUTHERS 


Vice President, United California Bank, Los Angeles 


HE NEXT TEN YEARS SHOULD BE THE 

best period in our history for trust 
new business and growth of trust assets. 
] wish I were as optimistic that net 
profits would keep pace. It is my opin- 
ion that costs of doing business, particu- 
larly as to salaries, use of space and 
equipment, and allocations of general 
bank overhead will consume a greater 
portion of our gross fees unless we take 
drastic and probably unpopular steps to 
correct this. 

When net profits are inadequate, it 
is normal to think of increasing price. 
If competition is substantial in the area, 
a general increase in trust fees can have 
a very adverse effect on the sale of our 
services. Net earnings are the ultimate 
purpose of selling our services, however. 
and the foundation of trust sales policy 
must be a reasonable anticipated profit 
in every piece of business we accept. 

The efficiency of our operating and 
administrative divisions, therefore, is 
important. We, as salesmen in a compe- 
titive market, are expected to produce 
profitable business. If gross fees on our 
sales end up as deficits because of waste 
and inefficiency in servicing these ac- 
counts, we are not inclined to take criti- 
cism of the original sale sitting down, 
and our enthusiasm for our product di- 
minishes, 

Before we conclude that higher fees 
are the only solution, consider these 
points: 

1. Departmental expenses not directly 
related to services are often small items, 
but collectively significant. I refer to 
such things as subscriptions, publica- 
tions, association dues, memberships, 
clubs, and courtesy advertising. A tough 
appraisal of the worth of every item in 
this category may produce some net in- 
come without raising fees. 

2. We all appreciate the value of 
good direct mail, but most of us fail to 
supervise adequately our mailing lists, 
with the result that we waste a fair per- 
centage of our investment in this media. 


From address before Western Regional Trust 
Conference, A.B.A., Seattle, July 14, 1951. 
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3. Very few trust departments have 
accurate cost figures yet most have a 
fairly good idea of what is involved in 
the more usual transactions. Take, for 
example, the transaction fee that most of 
us charge in custody or agency ac- 
counts for completing security trans- 
actions on the direction of the owner. 
No single service charge causes more 
customer annoyance and irritation than 
this item. We charge a modest $2.50 
per transaction in accounts of average 
size. While the prospective customer is 
building up resistance to the whole idea 
of a custody account because of this 
item in the fee schedule, you may be 
sure | am not about to explain to Mr. 
Prospect that a recent survey discloses 
that the larger trust companies estimate 
that a transaction actually costs between 
$7.50 and $10 to handle. Obviously, we 
are ashamed of this fact. or we would 
be charging at least the cost. Not being 
an operations man, I too am baffled at 
this figure. If it is so, some cost cutting 
research is indicated. 

There are many areas in our opera- 
tions that are burdened with excessive 
handling, recording, reporting, audi- 
ting, etc., which could be streamlined to 
reduce costs and realize more net out 
of present fees. 


Improve New Business Credit 
System 


Many of us in trust business develop- 
ment are suffering from volumeitis. We 
believe our performance is judged by 
the dollar volume of direct and poten- 
tial business we bring in during a year. 
That assumption is probably right. A 
million-dollar will nomination of a 
young man looks a lot better on our 
record than a new living trust for $300.- 
000. We have about a 30% probability 
of acting under that will 30 years from 
now, and the trust will provide a fair 
amount of net earnings in that time. Of 
course, both are desirable trust busi- 
ness; but the relative value in terms 
of operating profit is greatly distorted 
in giving credit and may cause us to 


misjudge the real worth of a new busi- 
nessman. 

A greater fault of the prevailing new 
business credit system is that it encour- 
ages the easy sales that generally cost 
the customer nothing and consequently 
provide no trust earnings. There are 
several services in this category, but the 
outstanding disappointment in my ex- 
perience has been the unfunded life in- 
surance trust. 

For 20 years before coming to Cali- 
fornia, I was one of the most enthusias- 
tic proponents of life insurance trusts 
in the East. A third of my time was 
devoted to plans involving such trusts. 
During the last 10 years of that time, 
they also occupied the full time of an 
able clerk-stenographer in typing agree- 
ments, setting up policies, obtaining 
change of beneficiary forms, and other 
details. Usually three conferences with 
the insurance man, the trustor, and the 
attorney were involved at the inception. 
Reviewing and changing the instrument 
before acceptance would take another 
two hours. Nearly all of these trusts 
were for young families with long ex- 
pectancies. What really was wanted was 
a form of term insurance to cover the 
contingency of simultaneous death of 
the parents while the children were 
young and no premium to be paid un- 
less this improbable event should occur. 

Your guess is right — there was no 
acceptance charge, no annual charge, 
no activity charge, and no revocation 
charge while the trust was “dormant.” 
I place “dormant” in quotation marks 
because there is much more activity 
than you anticipate. Let me summarize 
the net result. About 350 life insurance 
trusts were placed on the books in the 
20 years. I estimate that we had a total 
investment in time, handling, records 
and correspondence in these trusts of 
$100,000. If my memory is correct, only 
5 of the trusts matured as active fee- 
paying business during those years. 

Life insurance trusts serve an im- 
portant purpose in many cases, but we 
can’t afford to give them away. A mini- 
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mum acceptance fee of $100 and a 
similar revocation fee plus an annual 
fee of $25 or $50 will not cover your 
real costs, but at least you should have 
that. 

Another temptation is our weak de- 
fense against appointing co-fiduciaries 
and agreeing to some division of fees. 
We usually fear that otherwise we will 
not get the nomination at all. Consider- 
ing that the average trust department is 
realizing a net before taxes of not more 
than 10% of gross fees, it becomes evi- 
dent that we cannot afford to give away 
25% of our compensation to a non- 
contributing co-fiduciary. Some trust- 
men will share my feeling that we should 
have 20% extra fee when a family mem- 
ber is to be co-fiduciary. 

We should build a stronger case for 
a full fee for the corporate fiduciary 
when a “co” is inevitable; and when 
this is impossible, let us not feel too 
badly if we do not get the appointment. 
A suggestion that seems to work fre- 
quently is to have the family member 
as a consultant within a specifically lim- 
ited area. Face and pride are saved, and 
so is our fee. 


Problems New and Old 


In the sixties we will be asked to 
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provide a number of new services. Some 
will be a real challenge to our operations 
division in developing cost reducing 
procedures that will permit us to want 
the business at the fee that can be 
charged. | am thinking particularly of 
H.R. 10 when, as, and if. Another one 
is that of acting as agent for the assets 
of small business investment companies. 
Don’t set your fees on the basis that it 
is a simple agency, as you will also 
find that you are a federal policeman. 
Real estate investment trusts have not 
yet come into operation in the West. In 
fact, | am informed there are only three 
in operation in the country at this time, 
but we have had a number of prelimin- 
ary inquiries. Long term escrow-type 
trusts for the sale of business interests 
and real estate are on the increase. 

Also in the sixties we can do much to 
advance the solution of some of our old 
problems. Here are a few that continue 
to need attention: 

1. Lack of information about joint 
tenancies is costing American families 
millions of dollars every year in double 
taxation and wasteful management in 
the hands of an inexperienced surviving 
joint tenant. At least a quarter of our 
potential executorships are defeated by 
joint tenancies and often at an ultimate 
cost far in excess of the executor’s fees 
which the uninformed property owner 
was trying to avoid. 

2. We should become more selective 
about the business we solicit and ac- 
cept. The rising costs of acquisition, 
administration, and operations make it 
impossible to handle profitably some 
types and sizes of accounts considered 
desirable a few years ago. 

3. Prestige borrowing is very much 
on the increase. | am referring to the 
company or venture of questionable 
stature that seeks a connection with 
your trust department so that the name 
of your bank can be prominenly dis- 
played on their security sales literature. 

4. The loss of appointments in ma- 
tured wills in our files is a concern to 
all of us. It is particularly a problem in 
larger cities because of infrequent con- 
tact with testators. The failure of antici- 
pated appointments in desirable estates 
adds greatly to business acquisition costs 
when we measure such costs in relation 
to business that actually reaches our 
trust asset books. 

To add conviction to this statement, 
here are some figures from actual experi- 
ence in a recent year. The total figures 
have been averaged to represent 100 
wills that matured by reason of death of 
the testator: 





Wills in which we were appointed — 
44-— Total value $6.202.000 — Average 
size $143,000. 

Wills in which our appointment did 
not materialize — 56 — Total value $3.. 
760,000 — Average size $67,000. 


What Happened to the 56 Wills? 


A. 12 contained alternate nomina. 
tions — Average size $20,000. In most 
cases assets were in joint tenancy. 

B. 9 had no probate estate — 
mostly because of joint tenancies — 
Averaged $53,000 when acquired. 

C. 22 were lost to later wills in 
which we were not appointed and of 
which we had no knowledge — Aver- 
age size $68,000. 

D. 3 appointments were declined 
by the corporate fiduciary for good 
reason — Average size $53,000. 


During the last year, we have been 


— 





following a definite program of contact- | 
ing testators who have substantial es. | 


tates, have wills on file with 


us and | 


where our records show no contact or | 
other confirmation of the document we | 
hold within three years. We are aiming | 


first at the 22 wills out of the 100 that | 


matured in which we lost out to later 
instruments. 

5. Diminishing yields on common 
stocks, particularly in the growth cate- 
gory, are causing increased resistance 


to our usual fees in agency management | 
accounts and particularly in full man- | 


agement living trusts. We cannot afford 
to reduce fees for the average accounts 
in these classifications, 


but there are |. 


some special situations about which we | 


should be realistic. Here is an example: 
Harry Worthmore is 65 and not in 


the best of health. He wants to create a | 


full management revocable living trust | 
for all of his securities. The investments | 


have a present worth of $2-million. The 
usual fee is $6 per $1,000 of market 
value per year. We see the list of assets 
and find normal blocks of good stocks 
except that there are 2,000 shares of 
IBM — nearly half the value of all of 
his securities. To complicate the situa- 
tion, his cost is $20 per share. Harry 


quickly realizes that the trustee’s fee of | 


3/5 of 1% is considerably more than 
his 4/10 of 1% yield on IBM. He makes 
the logical decision that he will put the 
IBM in the trust. There is the problem. 


A AA 


e First National Bank of Oregon, Port- 
land, has joined the list of financial in- 
stitutions participating in the College- 
Business Exchange Program sponsored 
by the Foundation for Economic Educa- 
tion, Inc., Irvington-on-Hudson, N. Y. 
The 6-week summer “fellowship” is for 
Dr. Norman E. Taylor of Oregon U. 
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St.iutory Solution Offered for Problems of 


The Successor Fiduciary 


Holman, 


TESTAMENTARY TRUSTEE WHO IS 
Ave the executor of the will is ob- 
ligated to perform a number of duties 
which. if not properly discharged, may 
cause him to become liable for losses 
arising from the conduct of his prede- 
cessor. Areas in which a successor trus- 
tee may incur liability in respect of the 
administration by the executor include: 
(a) failing to compel his predecessor to 
make timely delivery of the trust as- 
sets; (b) accepting distributions of im- 
proper assets: and (c) failing to compel 
his predecessor to redress a breach of 
trust.! 


Acceptance and Disclaimer 


At the threshold of a bank’s concern 
over its role as successor trustee is the 
question of whether it wants to accept 
the trusteeship under the will. Certain 
duties which may prove burdensome 


'. may attach at or shortly after accept- 


ance. Thus, it becomes important for 
the bank to know whether and when 
it has accepted? and, as a consequence, 
whether it remains in a position to avoid 
all possibility of liability by disclaim- 
ing the trusteeship. 

In states in which a_ testamentary 
trustee is required to give bond or take 
an oath, it may be that he will not be 
deemed to have accepted until he has 
complied with this formality. However, 
it has been held in other jurisdictions 
that a trustee may accept even before 
performing acts required by law for 
the qualification of testamentary trustees 
and before final distribution.* A trustee 
may be held to have accepted by per- 
forming any act as trustee or by deal- 
ing with the trust property as trustee. 





From address before 35th Western Regional Trust 
Conference, A.B.A., Seattle, July 13, 1961. 

1See 2 Scott, Trusts, Sees. 175-7, 223 (2d ed. 1956) 
[hereinafter Scott]; Bogert, Trusts and Trustees, 
Sec. 583 (2d ed. 1960); Restatement (Second), 
Trusts, Sec. 223 (1959). 

"Restatement (Second), Trusts, Sec. 102, Com- 
ment c. 

’See 1A Bogert, Trusts and Trustees, Sec. 151 (1st 
ed. 1951) [hereinafter Bogert]. 

‘Ibid. 

‘Id. at Sec. 150; 1 Scott, Sec. 102.1. 
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Mickelwait, Marion, Black & Perkins, Seattle 


Thus, accepting a partial distribution or 
accepting income from the executor for 
distribution to trust beneficiaries will 
provide a strong indication of accept- 
ance, 

Representation of beneficiaries in 
dealings with the executor, persistent in- 
quiry into the progress and nature of 
the administration by the executor, or 
advising the executor on problems re- 
lated to the trust are further examples 
of conduct by the trustee-designate from 
which acceptance of the trust may be 
argued persuasively. 

The prevailing rule is that acceptance 
will not generally be found from mere 
inaction.® It would appear, however, that 
the rule may provide only limited pro- 
tection, as it is often qualified by the 
addition of the phrase, “in the absence 
of special circumstances.”* It is submit- 
ted that special circumstances may well 
exist in connection with mere inaction 
on the part of the successor trustee. In 
the normal situation, the appointment of 
the testamentary trustee wil! be consid- 
ered to stem from the will and not from 
the court, because he is nominated in 
the will.’ Ordinarily, such a trustee- des- 
ignate will be made aware of his nomin- 
ation. Unless and until he has disclaimed 
the trust, a court may not be empowered 
to appoint an alternate trustee.” If, as 
will usually be the case, beneficiaries of 
the trust are aware of the nomination 
and of the fact that the trustee-designate 
is similarly informed, they may, over a 
period of time and in the absence of 
disclaimer, come to rely upon him to 
act as trustee. 

Therefore, a risk arises, especially if 
there is delay in the completion of the 
probate administration, that the trustee- 
designate will be held estopped to deny 
accepiance. It also appears reasonably 
foreseeable, if the trustee-designate is a 
corporate professional, that the court 
~81A Bogert, Sec. 150; 1 Scott, Sec. 102.2. 

71A Bogert, Sec. 150. 

8In Re Prior’s Estate, 111 Cal. App. 2d 464, 244 
P. 2d 697 (1952). 


®Everett v. Monk, 277 Mass. 65, 177 N.E. 797 
(1981). 


might hold it to a higher standard of 
duty to prevent reliance by trust bene- 
ficiaries through a timely disclaimer, 
just as a professional fiduciary may cur- 
rently be held to a higher standard of 
care in his own administration of es- 
tate assets.'? The fact that there is no 
grantor to take an interest in, and watch 
over, the testamentary trust may also 
justify the application of a higher stan- 
dard of responsibility in respect of ac- 
ceptance and rejection than is applied 
in the case of a living trust." 

Although no case has been found 
squarely holding that mere inaction by 
a testamentary trustee can constitute ac- 
ceptance of the trust, one trust author- 
ity!? and dicta in a number of cases!* 
support the contrary view, apparently 
based on the principle of estoppel. 

In a number of states, a statutory pro- 
vision permits filing of a request for 
special notice of proceedings in the 
probate administration.’* Such a device 
may appear to be a useful one by which 
a trustee-designate may keep track of 
the administration by the executor with- 
out taking action sufficient to constitute 
acceptance. Although the trustee-desig- 
nate should be allowed a certain lati- 
tude to inquire into the nature of the 
trust estate and the administration by 
the executor without being held to have 
accepted the trust, it cannot be stated 
categorically that the filing of such a 
request for notice will not result in ac- 
ceptance of the trust. Instead, a court 
might well find acceptance by coupling 
such a request for notice with other 
activities of the trustee-designate and 
with the passage of time. 


10See 2 Scott, Sec. 174.1. 

USee Re Central Hanover Bank & Trust Co., 176 
Misc. 183, 26 N.Y.S. 2d 924 (1941). 

123See Perry, Trusts and Trustees, Sec. 259 (7th 
ed. 1929. 

13Bird v. Stein, 102 F. Supp. 399 (S.D. Miss. 
1952), reversed on other grounds 204 F. 2d 122 (5th 
Cir. 1953); Daley v. Daley, 300 Mass. 17, 14 N.E. 2d 
113 (1938); Williams v. Hund, 302 Mo. 451, 258 
S.W. 703 (1924). 

M4See, e.g., Wash. Rev. Code, Sec. 11.28.240, Ariz. 
Rev. Stat. Sec. 14-479, Cal. Ann. Prob. Code, Sec. 
1202, Idaho Gen. Laws, Sec. 15-328, New Mexico 
Stat., Sec. 31-5-2. 
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It would seem that one way to avoid 
the implication of acceptance from the 
filing of a request for notice would be 
for the trustee-designate to accompany 
the filing with a clear indication that, 
in so doing, he was acting only for his 
own purposes as potential trustee and 
not in behalf of trust beneficiaries. The 
effect of such action might remain un- 
certain, however, if the statute provid- 
ing for the filing contained language 
such as that found in the Washington 
statute’? under which such a_ request 
can be made only by an heir, legatee, 
devisee, or creditor. The dilemma of 
the trustee-designate may then be that 
he, on the one hand, wishes to avail 
himself of the notice procedure in order 
to obtain information which he needs in 
order to decide whether to accept the 
trusteeship, and that he, on the other 
hand, can hardly claim the status of a 
legatee or devisee without already hav- 
ing accepted. 

In view of the substantial liability 
which may be imposed upon a testamen- 
tary trustee for the errors of his prede- 
cessor — executor and of prevailing un- 
certainties as to the extent of such lia- 
bility, it is not surprising to find that 
some banks and trust companies cus- 
tomarily attempt to defer the decision 
as to acceptance of such a trusteeship 
until after the executor has completed 
his administration and had his final 
accounting approved by the court, at 
which time the advisability of accepting 
the trust can be more fully assessed. 


Compelling Timely Delivery 
of Assets 

The cases clearly establish that at 
some point of time, generally defined as 
the time when the executor has had a 
reasonable opportunity to close the es- 
tate, the trustee becomes obligated to 
press for distribution of the trust as- 
sets.'° Nearly all statutes require that 
an estate be closed and its assets dis- 
tributed as soon as reasonably possible 
and courts often refer to a rule, de- 
rived either from common law or from 
the probate code of the jurisdiction, that 
legacies are payable at the end of one 
year following the testator’s death or 
the appointment of his personal repre- 
sentative. However, although there are 
statutes in every jurisdiction concerning 
various aspects of final distribution and 
the time for interim or final account- 
ings, only California and Hawaii of the 
13 Western States specify a definite time 


15Wash. Rev. Code, Sec. 11.28.240. 


16In Re Kline’s Estate, 280 Pa. 41, 124 Atl. 280 


(1924) ; In Re Kistler’s Will, 167 Misc. 528, 4 N.Y.S. 
2d 223 (Surr. Ct. 1938). 
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A $100 award, offered an- 
nually by Pittsburgh Na- 
tional Bank to encourage 
interest of University of 
Pittsburgh Law _ School 
students in estate plan- 
ning, has been awarded 
to Robert Alan Lebovitz 
(right) for his paper on 
“Estate Planning.” John 
M. Duff, vice president, 
(center) presented the 
award. At left is teller 
Charles Smith. Lebovitz 
is Co-Captain of the Moot 
Court Team, a group that 
argues cases in national 
student competition. 








for the 
where a 


closing of an estate.'* Even 
definite time is specified, the 
court is given discretion to extend the 
time for sufficient cause, and inasmuch 
as there are any number of factors 
which could reasonably justify delay. 
there appears to be no set time after 
which an estate must be distributed. 

Cases which have defined a _reason- 
able time for distribution in the ab- 
sence of special circumstances have spe- 
cified periods from 6 to 18 months or 
more.'® Where a federal estate tax re- 
turn and an audit of such return are in- 
volved, two years would not seem too 
long a time, and that period might need 
to be substantially extended. 

If the trustee-designate has not other- 
wise indicated his acceptance of the 
trust and wishes to defer that decision, 
the need to obtain information as to 
when the estate may be ready for closing 
may not only incur the displeasure of 
the executor (who may be a future trust 
beneficiary), but create the risk that 
such inquiries will later be held to con- 
stitute acceptance of the trust. The al- 
ternative of permitting delay in dis- 
tribution may be equally unpleasant and 
economically disastrous. 


Collecting Assets and Redressing 
Breaches of Trust 


The successor trustee is responsible 
for collecting all assets properly alloca- 
ble to the trust, and in proper form. 
Although he may accept securities in 
lieu of a pecuniary legacy, he will not 
be permitted to rely upon the executor’s 
inventory valuation, but must take such 
securities only at their market value at 
the time of distribution or be responsible 
for the difference in value.’® If the 
executor makes distribution to the trus- 

See Cal. Ann. Prob. Code, Sees. 700, 922; Hawaii 
Rev. Laws, Sec. 317-30. 

18See, e.g., In Re Johnson’s Estate, 192 Wash. 439, 
73 P. 2d 755 (1937); In Re Chalmers’ Estate, 163 
Misc. 142, 297 N.Y. Supp. 176 (Surr. Ct. 1937). 

19Dickerson v. Camden Trust Co., 1 N.J. Super. 


459, 64 A. 2d 214 (1949); Hunt v. Gontrum, 80 Md. 
64, 30 Atl. 620 (1864). 








tee in kind, the trustee must make a 


reasonable effort to ascertain whether 
the assets received are those in fact left 
by the testator.*° 

Considering the long period which 
frequently is needed in order to settle 
death tax liabilities and otherwise com- 
plete the probate administration, the ex- 
ecutor may be held to have become a 
trustee with investment duties.*! The 
continued retention of securities may 
also have become improper, and _ the 
successor fiduciary may not be author- 
ized to accept them as full distribution 
of the estate. 

The duty to collect all assets properly 
allocable to the trust and to redress 
breaches of trust will also require the 
irustee to scrutinize carefully the execu- 
tor’s entire administration to 
that the executor has collected all assets 
and claims of every kind, that the 
residuary estate has not been diminished 
by improper payment of claims, inter- 
est, taxes or other disbursements. Be- 
cause the predecessor-executor will often 
be a nonprofessional, the chances that he 
will have committed error, as well as 
the difficulties in making a thorough ex- 
amination and analysis of his adminis- 
tration, will frequently be substantial. 


Accountings 


The duty to obtain timely distribu- 
tion raises some of the least discussed 
and potentially most troublesome ques- 
tions in this area. Obviously, this duty 
attaches prior to actual distribution. 
Although no case has been found hold- 
ing a trustee liable for failure to per- 
form other duties prior to distribution, 
it is but a short step, conceptually, from 
acceptance of the trust and the imposi- 
tion of the duty to obtain distribution to 
the imposition of general trust duties. 

Recognition of such a theory might 


20Villard v. Villard, 219 N.Y. 482. 114 N.E. 789 
(1917). 

21See 1 Scott, Sec. 6; McInnes v. Whitman, 313 
Mass. 19, 46 N.E. 2d 527 (1943). 
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require, among other things, that the 
testamentary trustee obtain timely ac- 
countings from the executor, take affirm- 
ative action to prevent breaches of trust 
on the part of the executor, represent 
beneficiaries at all accountings — in 
short. that he literally oversee the ad- 
ministration of the predecessor-executor. 

From a legal standpoint, it may be 
argued that until the portion of the 
decedent’s assets which will comprise 
the trust has been finally ascertained, 
there can be no trust because there is 
not until that time a trust res.** It has 
been stated in a number of cases, more- 
over, that a testamentary trustee has no 
} duties and no authority until the execu- 
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tor has fully performed his duties.** 
Such a statement must, of course. be 
taken as applying only so long as the 
executor has not delayed distribution 
beyond a reasonable time. 

Furthermore, the imposition of un- 
limited trust duties on the testamentary 
trustee during probate administration 
appears to be undesirable from a prac- 
tical point of view. Perhaps the strong- 
est argument which can be made against 
imposing general duties on the succes- 
sor trustee before the time at which dis- 
_ tribution should be made is that he 
would thus be duplicating the protection 
to trust beneficiaries being furnished by 
the executor under his fiduciary obliga- 
tion toward all those who may take 
under the will. 

What may reasonably be assumed to 
have been the intent of the testator also 
» supports this view. Has the testator not 
made it clear, by excluding the trustee 
from the executorship, that he has re- 
' posed his trust in the executor and does 
» not wish the trustee to have a part in 
the probate administration, and also 
that he does not wish his estate to in- 
cur the expense incident to participation 
by the trustee in such administration? 
A further practical objection from the 
standpoint of the testamentary trustee 
is the friction with the executor which 
in many cases would be generated by 
' close supervision of the executor’s ad- 
+ ministration. 

Although the law has wisely not at- 
tempted to require a testamentary trus- 
tee to oversee his predecessor executor 
in all areas of trust responsibility, it does 
appear, with substantial justification, to 
impose on him in certain circumstances, 
at least, the specific duty to represent 
beneficiaries at hearings on the execu- 
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4 *21 Scott, Sec. 76. 

a See, e.g., In Re Howard’s Estate, 108 Utah 294, 
159 P. 2d 586 (1945); In Re Cook’s Trust, 192 Okla. 
291, 135 P. 2d 492 (1943). But see Coudon v. Upde- 
graf, 117 Md. 71, 83 Atl. 145 (1912). 
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tor’s accountings. Thus, in some juris- 
dictions cases have held that notice of 
accountings of the executor need not be 
given to trust beneficiaries, or guardians 
ad litem appointed for minors or un- 
born beneficiaries, because the testamen- 
tary trustee represents all trust benefici- 
aries at such accountings.”* Where this 
is the case, the testamentary trustee must 
exercise due care to insure that the ac- 
counting is in all respects correct. 

Even in jurisdictions which do not re- 
quire the trustee to represent all trust 
beneficiaries at such accountings, failure 


*4See, e.g., Claflin, Petitioner, 336 Mass. 578, 146 
N.E. 2d 914 (1958); In Re Massimino’s Will, 143 
Mise. 119, 256 N.Y. Supp. 32 (Surr. Ct. 1932). 





by the trustee to make a reasonable in- 
vestigation may involve the risk of sur- 
charge. Although no case appears to so 
hold, it would not be illogical for a court 
to find that the trustee has a duty to 
exercise his professional skill in protec- 
tion of the beneficiaries even though 
they were given an opportunity to ap- 
pear for themselves. 

The imposition of the duty to investi- 
gate the executor’s accountings should 
not be considered burdensome by the 
testamentary trustee. Ordinarily he will 
for other reasons find it necessary to 
make his own independent investigation 
into the accounts of his predecessor-ex- 
ecutor. Proper discharge of the duties 
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MONEY-SAVING ANSWER TO APPRAISING 
TRUST ACCOUNT ASSETS FOR REVIEW 
IN COMPLIANCE WITH REGULATION F 
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Studley, Shupert Appraisals supply your Trust Committee with detailed, 
up-to-date asset data on each trust account. Easy-to-use category groupings 
show various types of Bonds, Preferred Stocks, Common Stocks, Mortgages, 
Principal Cash. Percentage of each to the total is shown. Book Values, Current 
Market Values, Estimated Annual Income also shown. Prepared on IBM 
equipment with sufficient duplicates to furnish each committee member with 
his personal copy. Here’s the worry-free, economical solution to one of your 
Trust Department’s most important operating problems. Write for details. 


STUDLEY, SHUPERT APPRAISALS, Inc. 


155 Berkeley Street, Boston 16 
1617 Pennsylvania Boulevard, Philadelphia 3 
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to obtain all trust assets, to receive only 
those assets properly distributable to the 
trust and to cause the redress of 
breaches of trust by the executor will 
require such an investigation. The ac- 
counting provides a logical time for the 
exercise of this function. Although it is 
naturally desirable to maintain pleasant 
relations with the executor, it should be 
noted that judicial process or the threat 
of it is available at an accounting as a 
means for extracting from an uncoopera- 
tive executor such additional discovery 
as may seem desirable. It is clear that 
the testamentary trustee cannot rely 
upon court approval of an accounting 
as exoneration. 

The final account can generally be 
directly attacked for concealment or 
other fraud which is “extrinsic.” The ac- 
counting may not be conclusive, there- 
fore, as to concealed breaches of trust, 
concealed assets and other matters 
fraudulently stated or deliberately not 
disclosed in the account. Some cases 
have construed “extrinsic” fraud very 
broadly, particularly where fiduciaries 
are concerned.*° 

From the practical standpoint, repre- 
sentation of trust beneficiaries by the 


Latta v. Western Investment Co., 173 P. 2d 99 
(9th Cir. 1949). 
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testamentary trustee at accountings by 
the executor will tend to reduce the ex- 
pense of such proceedings, since there 
would then be no need for guardians ad 
litem for incompetent and unborn bene- 
ficiaries or separate counsel for other 
beneficiaries. Furthermore, if the trus- 
tee is a professional, he may be ex- 
pected to provide protection to trust 
beneficiaries which is, if anything, 
greater than that which they themselves 
might be expected to provide directly or 
through a guardian ad litem. 


Will Provisions 


If the bank as trustee-designate is in 
a position to influence the drafting of 
the will, it may attempt to alleviate some 
of the foregoing hazards and uncertain- 
ties. Thus, a testamentary trust might 
include a provision to the effect that 
(a) an acceptance by the trustee shall 
be accomplished by some formal written 
notice or by the performance of some 
other particular act such as the taking 
of an oath or the filing of a bond; and 
that (b) no other act (such as inquiry 
into the condition of the executor’s ac- 
counts, asking for special notice of 
probate proceedings or consultations 
with the executor) shall constitute ac- 
ceptance. Such a provision would not, 
of course, affect the duties of the trus- 
tee after he had accepted the trusteeship. 

A partial solution of problems related 
to the trustee’s duty to obtain timely 
distribution might be found in a trust 
provision establishing a time for distribu- 
tion. If, for example, the trust provided 
that final distribution should be made 
at the end of one year, or two years if 
a federal estate tax return were required, 
the executor would be under pressure to 
make timely distribution and the trustee 
would have a guidepost for knowing 
when to press for distribution. How- 
ever, such a provision would hardly be 
controlling if good cause existed for 
further delay and would doubtless be 
overridden by the common. statutory 
provision permitting distribution only 
after the full payment of all debts, 


claims, expenses of administration and’ 


taxes. ; 
An effort may also be made to pro- 
tect the testamentary trustee by a pro- 
vision which attempts to give him direct 
relief from his other duties in respect of 
the executor’s prior administration. In 
considering the duties of the trustee, 
here, as in other areas of trust respon- 
sibility, there exists a serious question 
of policy as to whether the professional 


‘ trustee should encourage the use of 


trust language which attempts to relieve 





the trustee of duties imposed by general 
trust law. It is submitted that in many 
situations, effort should be directed 
more toward clarification of the nature 
or extent of a trust duty than toward 
an attempt to eliminate the duty entirely, 

The following is an example of a 
provision frequently used in an attempt 
to eliminate duties of the testamentary 
trustee: 


If trustee does not serve as execu- 
tor or administrator of this will, 
trustee is hereby relieved of any and 
all duties which it might otherwise 
have to examine into and satisfy it- 
self as to the acts and doings of 
trustor’s personal representative or 
representatives in the administration 
of trustor’s probate estate. Further- 
more, if an order of distribution is 
entered by the court in the administra- 
tion of trus‘or’s probate estate, trustee 
is authorized to accept without qves- 
tion as the full amount of all assets 
devised or bequeathed to trustee un- 
der this will those assets which are 
shown by such order to be distribut- 
able to trustee. 


Although provisions of this sort may 
provide some comfort to the testamen- 
tary trustee, their usefulness is limited. 
Nothing is said about the duty of the 
trustee to press for timely distribution 
and if losses have occurred attributable 
to an unwarranted delay in distribution, 
the quoted provision could hardly be 
relied upon to protect the trustee. 

In particular circumstances the pro- 
vision which attempts to eliminate the 
duty to act for trust beneficiaries by 
policing the accountings of the executor 
may exceed the limits of the protection 
which a trustee should endeavor to ob- 
tain. Such particular circumstances 
might be found in the law of a juris- 
diction which provides that the trustee 
alone be a party to the hearing on the 
executors accountings, in which event 
the trust beneficiary would be com- 
pletely without representation in respect 
of such accountings. 

With the exception noted in the pre- 
ceding paragraph, the quoted provision 
would not seem improper insofar as it 
attempts to relieve the trustee of a duty 
to oversee the prior administraton or to 
inquire back of the decree of distribu- 
tion. However, since the provision does 
attempt to relieve the trustee of duties 
which have been established at common 
law, it might be found to fall within 
the class of restrictive or exculpatory 
clauses whose effectiveness may be sub- 
stantially limited by reason of public 
policy. In general, it appears that the 
point beyond which the duties of a 
trustee may not be restricted has been 
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passed when the restriction becomes in- 
consistent with the trustee’s duty of 
loyalty to the trust beneficiaries. 

‘The quoted provision probably would 
be effective to relieve the trustee from 
duties prior to the time at which the es- 
tate became distributable, and might 
protect him from liability in respect of 
losses caused by ordinary negligence or 
by mistakes in judgment in the perform- 
ance of the duties which the provision 
attempts to eliminate. Such a provision 
might not, however, be effective to re- 
lieve against the duty to obtain distribu- 
tion of all assets allocable to the trust or 
to compel the redress of a breach of trust 
if the trustee had actual knowledge of 
the existence of a potential loss which 
could have been averted by action on 
his part. Failure to act in such circum- 
stances might instead be regarded as so 
close to the line of disloyalty to trust 
beneficiaries as to be considered unjus- 
tifiable and the attempted exoneration 
unenforceable. 

No case has been discovered dealing 
with a provision such as that quoted. 
Several cases which deal with an an- 
alogous provision, a provision to the 
effect that the trustee should be responsi- 
ble only for assets in his own hands, 
have held the provision ineffective to 
protect the trustee from surcharge for 
failing to obtain delivery of trust prop- 
erty.°"° Another case, construing a pro- 
vision purporting to make the trustee 
responsible only for his own acts, held 
the provision ineffective to prevent the 
imposition of liability upon one trustee 
for permitting his co-trustee to commit 
a breach of trust.** In addition, negli- 
gence involved in failing to collect trust 
assets from an executor has been equated 
with gross negligence,** and one recent 
case indicates that under some circum- 
stances failure by a trustee to use due 
care in taking over trust assets from an 
executor may constitute something more 
than simple negligence and thus deprive 
the trustee of the protection of a general 
exculpatory clause in the trust.® 

In short, while trust provisions such 
as those discussed in the preceding para- 
graphs may be useful in providing the 
trustee with a measure of protection, 
they may also be dangerous if not re- 
garded with suspicion, for the limits of 
their effectiveness are ill defined, and 
blind reliance upon their literal terms 
cannot be justified under many circum- 
stances. 





*Fenwick v. Greenwell, 10 Beav. 412, 50 Eng., 
Rep. 640 (1847); Dix v. Burford, 19 Beav. 409, 52 
Eng., Rep. 408 (1854). 

“Crane v. Hearn, 26 N.J. Eq. 378 (1875). 

*8See In Re Kline’s Estate, supra, note 16. 

*Secon Bank-State Street Trust Co. v. Linsley, 
— Mass. —, 167 N.E. 2d 624 (1960). 
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Statutory Provisions 


Inasmuch as protective trust provis- 
ions offer only varying degrees of cer- 


tainty or protection, legislation would 


appear to offer the best answer to prob- 
lems confronting the testamentary trus- 
tee who succeeds an executor or admin- 
istrator. Not the least of the advantages 
of such a solution would be that where 
the rights and obligations of the trustee 
with respect to the executor and the es- 
tate are crystallized by law, many oppor- 
tunities for friction between trustee and 
executor caused by uncertainty as to 
those rights and obligations will be elim- 
inated. 


A model statute for general use in the 
various states has not been attempted, 
as any such statute would have to be 
drafted with reference to the particular 
statutes, case law, and procedure cur- 
rently in effect in each state. An effort 
has been made to organize a series of 
considerations covering the general 
areas of difficulty which may be useful 
in each state in the drafting of a statute 
tailored to its particular needs. 


Acceptance and Disclaimer 


Comprehensive statutory treatment of 
acceptance and disclaimer should require 
that the personal representative provide 
a prospective trustee with sufficient in- 
formation to permit him to make an in- 
telligent decision regarding acceptance 
of the trust. The statute could require 
the personal representative, promptly 
after his qualification, to furnish a copy 
of the will to the trustee-designate to- 
gether with notice of the inception of 
the probate administration and informa- 
tion as to the personal representative. 
The trustee-designate should also be fur- 
nished with a copy of the inventory and 
appraisement as soon as it is available. 


A central provision of this section 
should require that a person who wishes 
to disclaim a testamentary trusteeship 
must do so within a certain time or be 
deemed to have accepted. Such a time 
might be within a certain number of 
days following the expiration of the 
period for filing creditors’ claims, the 
filing of the inventory and appraisement 
or some other event. It is desirable that 
the time for acceptance or rejection be 
sufficiently in advance of the time at 
which the first duty devolves upon the 
testamentary trustee to permit the ap- 
pointment of a substitute if the one 
named declines to act. At the same time, 
it should be late enough so that the 
trustee-designate will have a reasonable 
opportunity to acquaint himself with the 
estate and the trust. 


The statute should make it clear that 
no action of the trustee-designate will 
constitute acceptance prior to the time 
set for rejection, excepting only his 
written acceptance served on the per- 
sonal representative and filed in the pro- 
bate proceedings. It might also provide, 
if there is not already a statutory pro- 
vision covering the subject, that resigna- 
tion subsequent to acceptance can be ac- 
complished only by approval of the 
court. 


Timely Delivery of Trust Assets 


Much of the difficulty in this area 
could be solved by establishing a defin- 
ite time for distribution. The statutory 
provision might require, for example, 
that final distribution of all assets be 
made within one year or some other suit- 
able period following the testator’s 
death. The length of such period should 
depend to a large extent on local proce- 
dures for settling estates, including those 
for the settlement of state and federal 
death taxes. 

Where a federal estate tax return 
must be made, it might be provided that 
ihe initial period would automatically be 
extended to a suitable time, perhaps two 
years or more following the testator’s 
death, upon the filing by the executor of 

(Continued on page 733) 
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WILFRED C. ANDREWS, Jr. 





AUTOMATION AND PERSONNEL TRAINING 


Assistant Vice President, Bank of California N.A., San Francisco 


yp TRAINING OF PERSONNEL FOR 
automation falls into three groups: 
first, training people to program and 
operate the equipment; second, retrain- 
ing people likely to be displaced; and 
third, training of, or at least informa- 
tion to, all other bank personnel as to 
the progress of the automation program. 
In our case, we attempted to recruit 
all programming and operating staff 
from people on our payroll rather than 
hire from the outside. We found we had 
a large group who were both competent 
and eager to work on our automation 
project. After a series of tests, the select- 
ed people were sent to the manufac- 
turer's schools for intensive program- 
ming courses. Some did not do as well 
in the school as their aptitude test seem- 
ed to indicate, and others decided dur- 
ing the schooling that this was not the 
job they really wanted. Some of those 
who did not do too well as programmers 
will, however, make good machine oper- 
ators and will be put to work in this 
area. After the courses were completed, 
the selected personnel spent a great deal 
of time with the departments whose 
work was the first to be programmed for 
the computer. Our first application, de- 
mand deposit accounting, has been com- 
pletely programmed and is in final test- 
ing stage. We will be ready for our first 
conversion when the computer is in- 
stalled about the first of September. 
Perhaps the most important phase of 
training personnel is the retraining of 
those people whose jobs will be elimina- 
ted by automation. The installation of 
computers and other equipment elimi- 
nates the routine, repetitive clerical tasks 
that are neither stimulating nor self-sat- 
isfying and frequently have a high turn- 
over and scarcity of applicants. We ex- 
pect that automation, as it eliminates 
the drudgery, will open more interesting 
and rewarding types of work for people 
formerly occupied with routine detail. 
Fortunately, the area of possible job 
elimination is the one where we all ex- 
perience the most turnover. Natural at- 
trition should take care of any surplus 
of people over the long run. This may 


From address before 35th Western Regional Trust 
Conference, A.B.A., Seattle, July 14, 1961. 
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be the time to weed out any incompetent 
help we have been forced to keep be- 
cause we can’t replace them. 

There should be ample time between 
the ordering of automatic equipment 
and its actual installation for bank per- 
sonnel officers to make a careful review 
for purposes of staff selection, retrain- 
ing, and reassignment. | do not think 
any of us plan to make wholesale layoffs. 

Many will recall similar situations 
with the introduction of the IBM proof 
machine. It was not necessary to take 
drastic steps in terminating employees 
because normal turnover took care of 
extra clerks in a comparatively short 
time. People who were retained on our 
staffs were reassigned to other depart- 
ments which were growing and could 
use the type of people being released. 

We should anticipate a similar occur- 
rence with automation. It should be 
recognized that the adoption of new 
procedures and techniques is going to 
be a gradual process, and for quite a 
period we will be confronted with dual 
systems. At the time for final dropping 
of the old system, considera'ion should 
be given to not replacing all employees 
who leave but rather working on an 
overtime basis. This could be the least 


expensive way of operating a dual sys. 
tem. 

Our personnel departments can make 
siatistical studies of our hiring needs for 
a year or so and perhaps train displaced 
people for those jobs that appear most 
often. In our case the head office alone 
has an average hiring need for 8 to 
10 people. Many of these jobs are the 
kind for which we could train displaced 
people from departments being auto- 
mated. 


Informing Bank Personnel 


In order to avoid rumors and keep 


— 





people from getiing wrong ideas about | 
au'omation programs, we must under. | 


take a service of information 
bank employees. The easiest way is 


for all | 


through the medium of staff publica- | 


tions. We have printed stories of our 
progress with the issuance and use of 
magnetic ink characters. These were 
aimed at giving our employees the rea- 


sons for the characters and how we in | 


the banking industry were going to use 
them. Many of these people had been 
a:ked by friends and customers about 
the s'range-looking numbers, and _ the 
a ticles enabled them to answer intelli- 
gently. 
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Each issue of our publication, for at 
least the rest of this year, will carry a 
stor) about our sorter and computer and 
the current status of our use of the 
equipment, By this means we keep all 
our employees advised of our automa- 
tion program, and we hope we have 
succeeded in removing some of the mys- 
tery that always seems to surround new 
procedures and equipment. 

In addition to this general type of 
information, people more directly con- 
cerned and our customer contact people 
should be given more details. We must 
have them on our side. One or two tell- 
ers who have a negative approach to any 
automation can do irreparable damage 
to our progress. With these people we 
must spend more time in explaining how 
to deal with customer inquiries or al 
least be able to direct the customer to 
someone who can answer. We must be 
sure our customers are getting the right 
answers. Without customers there would 
be no reason to automate any of our 
work, 

Intensive training programs must be 
instituted for the department managers. 
branch managers, and branch operating 
personnel whose work will be directly 
aflected. Their training must be in 
much more detail. They must know just 
how any program will affect not only 
their day-to-day work but also how it 
will affect their personnel. To accom- 
plish this, we have initiated a series of 
meetings. In addition to explanations, 
we can use flip sheets, flow charts, 
models, slides, and film strips to explain 
the transition from start to finish. 

Many of these devices are available 
from the equipment manufacturers, and 
others can be developed in our own 
offices. While the manufacturers are 
more than willing to put on these pro- 
grams, we have found them to be much 
more effective when we have used our 
own personnel. 

Whatever employee training we do, 
we must dispel any anxiety the em- 
ployees have about how their jobs may 
be affected. I am sure most of us have 
no ideas of firing good people, and we 
must make them all aware of this. A 
lack of information will tend to start 
grapevine rumors that will be difficult to 
halt and correct. 


What Automation Can Do 


The sixties will be a challenging area 
for the machine specialist and the trust 
operations people. Beside the regular 
day-to-day operations that we want to 
improve and speed up, the use of com- 
puters may well open up new areas for 
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us. Many who have installed punch card 
equipment have used it to produce types 
of information needed and usable but 
not obtainable under a manual system 
without prohibitive cost. 

As a typical example of future prob- 
lems, visualize the effects of a withhold- 
ing tax, at the source, on all dividends 
paid. This will be a monumental task 
for not only keeping the record but also 
in reporting to the government and the 
shareholder. Have you considered the 
record keeping you may be faced with 
for every dividend you receive for each 
of your trust accounts? The receipt of 
these dividends will not only affect your 
daily operation but will very greatly 
affect your tax people. Are we going 
to be able to increase our income should 
this come to pass? Probably yes as far 
as the dividend disbursing is concerned 
but maybe not for trust accounts. It may 
be that you can raise fees in many cate- 
gories, but what can be done in the 
cases where fees are fixed by law? How 
soon can we expect relief from those 
states which have statutory fees? What 
will happen to the fees we take based on 
income? How much of a job will it be 
to keep records to get our fees on gross 
income, or are we going to say it is too 
much work, we will take our fee on the 
actual amount received? Automation 
holds the promise of making this job 
not only possible but through proper 
planning a fairly easy one. 

What about income and other tax rec- 
ord keeping? Some banks have devel- 
oped very sophisticated methods of tax 
reporting even to the final calculation 


and preparation of the return itself. 
Right now the Social Security Adminis- 
tration will accept payroll records, as 
they affect your old age benefits on 
magnetic tape. I can just see your tax 
men shudder at this thought, but here 
again is a good example of how we must 
train and educate our people. 

High-speed equipment will enable us 
to have more timely information for dis- 
‘tribution to our customers and also to 
enable our managements to make deci- 
sions based on more current data. 

Let us explore some possibilities high- 
speed equipment may afford in the area 
of transfer agencies. How many have 
been faced with what appear to be un- 
realistic demands for issuing proxies, 
stock dividends, stock splits and other 
jobs? Have you always made _ those 
deadlines? Probably you have, but at 
what cost, in overtime or part-time hir- 
ing, and in the possibility of error be- 
cause you couldn’t properly supervise 
the job? High-speed automatic equip- 
ment should provide the answers to 
these problems. For example: Consider 
the use of continuous form stock certi- 
ficates for issuance of splits and divi- 
dends. This has been tried with appar- 
ent success. The journalizing of stock 
splits and dividends has been done on 
punch card equipment and could be 
adapted to computers very quickly and 
easily. Imagine the elimination of post- 
ing all transfers to a ledger card. 

Don’t resist the changes and the con- 
sequent benefits. Those who take ad- 
vantage of what automation has to offer 
during the sixties, should find they are 
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getting more information for themselves 
and their customers faster and more 
accurately than ever before and at a 
lower cost. The possibilities of automa- 
tion seem limited only by the imagina- 
tion, planning, and implementation pro- 
vided by our machine people with the 
help and guidance of individual trust- 
men. 
A A A 

Commercial-Trust Department 
Cooperation A Two-Way Street 


With the assertion that trust business 
has come of age and the frank admis- 
sion, as well, that some of the tradi- 
tional lack of rapport between the com- 
mercial and fiduciary departments may 
properly be laid at the trustman’s door, 
Stetson B. Harman. vice president and 
senior trust officer, First National Bank 
of Oregon, Portland, told the conferees 
at the recent American Institute of 
Bankers 59th convention in Seattle how 
to attain maximum coordination for 
mutual benefit. 

Even with the marked growth in trust 
operations, there remains a vast un- 
tapped market which requires “a lot 
more scratching than we’ve ever done 
before,” according to Mr. Harman. This 
calls for planning and education on 
both sides, rather than inspiration or 
hit-and-miss tactics, and the commercial 
staff must recognize the areas in which 
suggestion of trust services is indicated, 
while the trustmen should be alert to 
refer potential deposits or loan activities 
to the proper officer. 

Among the opportunities to help the 
commercial operation are lump pay- 
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The Bank of New York placed a new IBM 7070-1401 electronic data processing center in 
operation on July 27 in its headquarters at 48 Wall Street. Aibert C. Simmonds, Jr., bank 
chairman, confers with Kermit Ehlers, (right) head of the bank’s electronic data center, 





while Edith Gossage puts the new computer through its paces. The new fully transis. | 


torized equipment, valued at about $1,500,000, more than doubles the efficiency of an IBM 
650 tape system installed three years ago when The Bank of New York became the 
first bank in the country to utilize a computer in servicing mutual fund accounts. 





ments of insurance proceeds or cash 
distributions to legatees from trust as- 
sets, while securities delivered to dis- 
tributees suggest a safe deposit box or 
safekeeping or investment management 
services. Last but important is the need 
for trust personnel to participate in 
bank-wide new business campaigns with 
enthusiasm, rather than to adopt a with- 
drawn pose. 


The commercial officers may well pick 
up leads through financial statements 
and some trust departments ask that all 
individuals filing who claim a net worth 
of $100,000 plus be reported. Applica- 
tions for life insurance loans may indi- 
cate trust services, also request for part- 
nership loans which might call for life 
insurance trusteeship, Professional men 
and retired people are other logical 
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prospects for solicitation, as are new 
residents. Even tellers should be alert to 
those who deposit coupons or dividend 


Mr. Harman especially urged that the 
role of women as owners of substantial 
property and security interests be kept 
in mind because few have experience in 
property or investment management and 
have a definite need for fiduciary serv- 
ices. The corporate end also requires 
pension or profit-sharing fund manage- 
ment or various other services of spe- 
cialized nature which bond and _ stock 
issues demand. 


19 Main St. West 


Area Offices The speaker cited the results of a 

: , ' survey conducted by the Association of 

Avon — Dansville — East Rochester — Greece — Irondequoit — Lima Reserve City Bankers concerning the 
Palmyra — Pittsford -— Sodus — Spencerport — Webster 


attitudes of top management toward 
trust departments; 79 of the 88 respond- 
ing banks expected the trust department 
“to show a profit commensurate with 
the talent, effort and responsibility in- 
volved.” 
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ROPFESSIONAL INVESTORS DIGEST 


delights .. 


OMMON STOCKS NEWLY ADDED TO 
Bone portfolios of Common Trust 
Funds in the quarter ended June 30 
substantially outnumbered sell-outs from 
these funds in every one of the business 
groupings shown in the accompanying 
list. The preponderance of new selec- 
tions was specially marked in the Finan- 
cial and Insurance group and among the 
Public Utilities. 

A total of 254 stocks (313 in the pre- 
vious quarter) were newly purchased by 
one or more of the funds and 134 (123 
in the previous quarter) were sold out. 
The effect of this activity upon the year- 
end list of Common Trust Fund holdings 
(T&E April 1961 p. 318) was to add 


Trade Winds . 


Memos . Portfolio Studies 


The trustees of Common Trust Funds 
do not necessarily agree as to what 
stocks are desirable holdings for their 
respective funds. Of the changes listed 
above and reported to TRUSTS AND Es- 
TATES for the second quarter by the 
managers of 269 Common Trust Funds, 
the stock of 76 companies was purchased 
by some trustees and sold out by others 
during the same quarter. It must be 
recognized that new purchases represent 
in large part the continued growth of 
funds of long standing and the build-up 
of funds recently inaugurated. At least 
three well established funds, however. 
reported substantial sell-outs as well as 
new purchases. In some instances sell- 


cheters tye belel=> 


Reports 


EQUITY CHANGES IN COMMON TRUST FUNDS 


In other cases such action reflects trus- 
tee judgment that the investments sold 
are no longer of the highest quality. As 
has been noted before (e.g. T.&E., May 


1961 p. 433) many considerations in- 


fluence trustee purchases and sales. 


Companies which showed the largest 
net gain in the number of funds holding 


their 


common 


(6), 


America 
American Telephone & Telegraph (5), 
American Metal Climax (5), 
Motors 


(5), 


(3), 


International 


stock were Bank of 
Beneficial Finance 


(5), 


General 
Harvester 
May Department Stores (5), 
Standard Oil of New Jersey (5). 


and 


Further details are given in the ac- 


33 companies and eliminate nine. 


outs may represent timely profit-taking. 


companying list of changes during the 


quarter. 





of Funds now holding that stock according to latest reports; i.e. 1960 year-endat newly purchased or sold out that stock. “‘H’’ column represents total number 
asterisk denoting new additions. As not all Funds report quarterly changes to figure (T&E, April 1961, p. 318) adjusted for subsequently reported changes, 


“Nn” 





and “‘S”’ columns refer to number of Funds, reporting this quarter, thT&E, the “‘H’”’ column figures are necessarily incomplete. 


Drucs, Foops, Tosacco NS H NS H NS H 
Beneficial Finance - bia 18 Champion Spark Plug _...1 2 5 Penna. Glass Sand .. me 2 
N S H_ GChase Manhattan Bank __ 1 74 Clark Equipment — 1 6 *Pepperel Mfg. ___. ae 1 
Abbott Laboratories -2 1 25 Chemical Bank N.Y. Trust. 2 1 36 Container _............. 2 24 Philips Gloelampen —_..... 1 17 
Amer. Chicle ___.. enna 1 27 G.1.T. Financial _. 2 76 Continental Can a .4 1 93 Pittsburgh Plate Glass _...2 3 47 
Amer. Home Products — 1 1 74 ©, &S. Nat. Bk., Savannah 2 6 Corning Glass Works 8 41 Radio Corp. of Amer. _. 2 28 
Amer. Tobacco - ae | 67 Commercial Credit ae 1 61 *Cummins Engine 1 1 Revlon — Ee ay 2 
Beatrice Foods 1 14 Conn. Gen. Life Ins. _.___._. 1 S$ Dew Chenin .. 5 1 90 *Richardson, Merrill = i1 
Beech-Nut Life Savers 1 12 + Gontinental Insurance _. : te Ge ww... a 9 St. Regis Paper ___ 1 17 
Bristol-Myers _. a 8 Dun & Bradstreet _ 1 6 B.F. Goodrich ._6 8 1 Seott Paper | 87 
California Packing 1 3 *Eurofund ___ teases .4 1 Goodyear Tire & Rubber _. 3 2 80 Sherwin Williams 2 166 
Carnation ___. eee 1 3 First Nat. Bk., Boston __ 2 43 #Harbison-Walker Refract. _ 1 1 12 Simplicity Pattern 1 4 
*Chesebrough- Pond’s = % 1 First Nat. Bk., Chicago 3 9 Hercules Powder 1 42 Sperry Rand 3 20 
Coca Cola 2 26 First Nat. City Bk., N.Y. 1138 Hooker Chemical ~-2 12 Seuace “DD” MEA, | 16 
Colgate-Palmolive - 4 22 General Finance - ics ha 2 Ideal Cement —__. — 11 Stauffer Chemical 1 15 
Continental Baking 1 5 Hanover Bank, N.Y. _... 1 10 Ingersoll-Rand _ (=tit—u—.tL & -— Gale , 1 5 
Corn Products eaieni 1 89 Hartford Fire Ins. 3 28 International Bus. Mach. —. 4 118 Thompson Ramo- Wooldridge 2 1. 
*Fairmont Foods sence 1 1 Home Ins. - 1 23 International Harvester _..6 1 87 Trane A 1 7 
General Foods coca 140 Insurance Co. of No. Amer. 2 82 International Paper _....... 4 3 108 Unilever ans 1 4 
General Mills —_——-2 2 2D Lite Ine. Co. of Va. - ee 4 International Salt - « & 11 Union Bag- Camp Paper ee 32 
Hershey Chocolate ~1 1 6 Manufacturers Trust, N.Y... 1 13. Johns-Manville - 4 1 95 Union Carbide : 2 207 
Jewel Tea is 1 18 Maryland Casualty 1 9 Johnson Service __.-......... 1 4 *United Car ae il 
Johnson & Johnson | 2 4 Morgan Guaranty Trust _..1 1 79 Joy Mfg. —. : 1 3 United Shoe Mach. x< 235 
Liggett & Myers ____. -1 1 11 *Nat. Old Line Ins. 1 1 Kimberly-Clark a 53 =U.S. Gypsum ay 85 
P. Lorillard eae 3 6 Northern Ins., N.Y. : 1 2 Lehigh Portland Cement — 23 U.S. Servateria - 1 2 
McKesson & Robbins __...... 1 15 *Peerless Ins. _. = | 1 Libbey-Owens-Ford Glass .. 3 1 48 *Washington Brick & Lime Pe 1 
Mead, Johnson -1 1 3 Transamerica 4 1 29 Link-Belt 1 17 West Va. Pulp & Paper....1 1 18 
Merck aun paces -1 1 81 ‘Travelers Ins. _..2 1 87 *Litton Ind. ee ap 1 Western Auto Supply a 3 
National Biscuit _.__________. 2 1 70 *Western Bancorporation 1 1 Lone Star Cement . anes 1 2 22 Westinghouse Elec. _. _8 8 144 
National Dairy Products _. 2 2 166 InDU: McGraw Edison - 1 18 Weyerhauser a | 2 
Pathe, Davis ...__________._.... 3 6 47 NDUCTRIAL P. R. Mallory - és 1 1 *Whirlpool —.. 1 1 
Chas. Pfizer nies ._ 1 1 86 *ABC Vending 2 2 Marquette Cement - 1 5 Yale & Towne 1 7 
Philip Morris _.....___ 1 6 *A.C.F. Industries ._2 2 Minn. - Honeywell Regulator 3 2 65 
eae & Gamble ree | 51 Addressograph- Multigraph ~ 1 1 32 *Missouri Portland Cement . 2 s MERCHANDISING & 
exall Drug & Chem. _........ 1 2 Air Products : 1 0 Monsanto Chemical — 2 55 wee : a 
R. J. Reynolds Tobacco _... 2 1 61 Air Reduction - 1 2 35 =Moore 5 MISCELLANEOUS 
Schering -_1 1 9 =Amer. Can 2 3138 Motorola 1 4 *Alaska Distributors __ re 1 
Smith, Kline & French __.... 1 12 Amer. Cyanamid - 2143 du Pont . 2 1234 American Express 1 2 
Standard Brands ____ a | 19 Amer. Hospital Supply . 1 0 Eagle-Picher 1 4 *Apparel, Inc. = reeetrs: | 1 
Sterling Drugs __ 1 3 58 AMP .... , 1 0 Eastman Kodak 2 1110 # £Associated Dry Goods aoe | 4 
Swift & Co. 1 8 Anchor Hocking Glass 7 Firestone Tire & Rubber 2 54 Columbia Broadcasting ae 6 
*Thrifty Drug Stores i 1 Armstrong Cork _ 2 2 55 Filintkote —... ‘ 1 7 *DeSoto Chem. Coatings —... 1 1 
United Fruit Re 3 *Avon Products 1 1 Food Mach. & Chem. .2 31 R. R. Donnelley & Sons __. 2 3 
Upjohn Eee 2 26 Babcock & Wilcox .3 6 Ford Motor . 4 2 59 *J. K. Dooley 1 1 
William Wrigley, Jr. pie 1 6 Borg-Warner 3 29 Gen. Amer. ‘Transportation 1 50 Emporium Capwell 1 3 
*Wilson Meat Packing 1 1 *Brockway Glass __. 1 1 General Dynamics __. . 2 6 Federated Dept. Stores = 57 
Brown Shoe 2 6 General Electric 4 7256 #£4=Food Fair Stores 2 5 
FINANCIAL & INSURANCE *Brunswick Corp. 1 1 General Motors ; 5 262 Ginn . . 1 2 
Burroughs ts 2 21 General Portland Cement 1 2. W. F. Grant a 1 15 
Aetna Ins. - - 1 1 13 Caterpillar Tractor 3 67 General Tire & Rubber : i 3 Great Atlantic & Pac. 2mm 2 1 6 
Amer. Ins. _ me: 8 *Central Data 1 1 *New York Air Brake - 1 1 Holt, Rinehart & Winston — 1 4 
Amer. Reinsurance : 1 0 *Cessna_ Aircraft 1 1 No. Amer. Aviation : 7 9 §S.S. Kresge 1 8 
Bank of America _...- 6 36 Chain Belt _ 1 2 Owens-Illinois Glass .-2 8 haa. 2 45 
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McGraw Hill 
May Dept. Stores 
We. eo ee = § 
Montgomery Ward ._.. 
G. C. Murphy 
J. C. Penney 
Safeway Stores 
Sears, Roebuck 
*Westfair 1 
I’, W. Woolworth 








PETROLEUM, MINING 


& METALS 
Alvueninium, Tad... 3 
Aluminum Co. of Amer. __.. 1 


Amerada Petroleum __. 


Armco Steel 
Bethlehem Steel 
*Cerre 
a Ee ee 
NN 








ere 


18 
69 
12 


52 
83 


89 
16 


International Nickel 
Kennecott Copper ___...._. 
Kern County Land __ 
Minn. Mining & Mfg. 
National Lead 
National Steel... ____. 
New Jersey Zine 
rete Oe oo. 
Republic Steel _... 
Reynolds Metals 
Shamrock Oil & Gas 
Shell Oil ihe 





Socony Mobil Oil 
Standard Oil—California —. 


Standard Oil—Indiana 
Standard Oil—Kentucky ___.. 
Standard Oil—New Jersey _ 
Standard Oil—Ohio 
PNR I nr 
Sunray Mid-Continent Oil _ 
2 ee 

Union Oil—California 
U.S. Steel 








moo CO 
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Woodward Iron 


Pusiic UTILITIES 


Alabama Gas 


Amer. Nat. Gas ___. 
Amer. Tel. & Tel. _. 


Arizona Pub. Serv. —_... 


Arkansas Louisiana Gas 
Boston Edison 
California Oregon Pwr. 
California Water & Tel. 


Central Louisiana Elec. - 
Central Maine Pwr. ___. 


Central & Southwest 


Colorado Interstate Gas 
Columbia Gas System 
Commonwealth Edison 
Consolidated Edison 
Consolidated Nat. Gas 


Youngstown Sheet & Tube . 1 


Amer. Elec. Pwr. _.. 





Cincinnati Gas & Elec. __... 




















GOVERNMENT - 
HOUSING AUTHORITY .- 


STATE - 


MEMBERS 


New York Stock Exchange 


American Stock Exchange ( Assoc.) 





MUNICIPAL 
PUBLIC REVENUE BONDS 
EQUIPMENT TRUST CERTIFICATES 

PUBLIC UTILITY + INDUSTRIAL & RAILROAD BONDS 
INVESTMENT STOCKS 


Knowledge, Experience, Facilities for Investors 


R. W. Pressprich & Co. 


Midwest Stock Exchange 
80 Pine Street, New York 5, N. Y. 


ALBANY BosTON CHICAGO PHILADELPHIA SAN FRANCISCO Honc KONG 
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ee 1 2 Consumers Pwr. 1s 81 

12 Delaware Pwr. & Lt. 117 

el 5 rane | 1 

Duquesne Lt. dn gg 

E] Paso Nat. Gas __......_____ <i 2 ae 

— 1 2 Wlorids Pwr... 1 12 

Pee 2 108 General Public Utilities _ 2 1 49 

a 46 General Tel. & Electronics _ 2 39 

6 1240 Hartford Elec. Lt. 1 3 

—- 1 8 Houston Ltng. & Pwr. 1 «1° 37 

— 1 8 Iowa Pwr. & Lt. 11 

—— 1 21 Kansas City Pwr. & Lt. 1 19 

— 1 © Kansas Gas & Elec. t 2 

ery | 2 Louisiana Gas Service ____ 1 2 

— 1 2 Middle South Utilities _____ 2 59 

—— 1 2 Miss. River Fuel ig 

sasoee- 2 68 *Missouri Public Service __ 1 1 

1 48 Montana-Dakota Utilities __ 1 8 

---~ z 6 Mountain Fuel Supply _...... 1 8 

aed 1 35 National Fuel Gas 1 5 

noone 1 1 84 New England Elec. System _ 3 16 

oannee 2 1 53 Niagara Mohawk Pwr. 1 57 

——-- 3 61 Northern Ind. Pub. Serv. __ a 

Oklahoma Gas & Elec. _..... 2 16 

Pacific Gas & Elec... 1 84 

Pacific Lighting 1 1 33 

Penna. Pwr. & Lt. ____... ey 32 

Peoples Gas Light & Coke _ 1 26 

Philadelphia Electric : 1 94 

Potomac Elec. Pwr. 1 15 

Public Service Elec. & Gas _ 2 46 

Public Service—Indiana __.. 2 42 

Public Service—New Mexico 2 4 

Puget Sound Pwr. & Lt. ___. 1 6 

So. California Edison... 1 1 86 

a | 13 

Union Electric (Mo.) _ 2 25 

Virginia Elec. & Pwr. 2 68 

Wisconsin Elec. Pwr. —_...... 2 44 
TRANSPORTATION 

American Airlines — ee 2 

Atch. Top. & Santa Fe _.... 3 1 50 

Baltimore & Ohio —..... : @ 

Chicago Great Western ____. 1 0 

Kansas City Southern _____. 1 5 

Louisville & Nashville 2 7 

N.Y., Chic. & St. Louis —.. 1 3 

Norfolk & Western ___....... i 37 

Panhandle East. Pipe Line 1 13 

Seaboard Airline —_..........._. i 5 

Southern Pacific Rwy. —...... 1 14 

Tennessee Gas Trans. --....- iin 

Wales Pacee —.$.........—... 38 1 88 

Union Tank Car —_..._.____. 1 7 








CoMMUNITY TRUSTS UP 8% 


Philanthropic funds with a market 
value of $363,089,165 were held by Com- 
munity Trusts in the United States and 
Canada at the beginning of this year. 
This represents an increase of 8% over 
a year ago. The number of separate 
trust funds administered rose to 1977 
from 1703 a year before. Operations of 
101 organizations, all founded since 1914, 
are reflected in an annual survey pub- 
lished July 31 for the 36th year by the 
New York Community Trust. 


More than 914%% of reported assets, 
compared with 83%% last year, are cur- 
rently applicable for charitable pur- 
poses. The remainder is temporarily held 
in a deferred category pending the com- 
pletion of intervening life uses. 


Of funds presently available, the 
pioneer Cleveland Foundation has $48,- 
406.449, the Boston Permanent Charity 
Fund $47,489,890; the New York Com- 
munity Trust $44,402,461 and_ the 
Chicago Community Trust $39,705,618. 
No other community trust has yet 
reached $15 million. 
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Service and Convenience Keys to 


Equity Selection in 60s 


CHARLES W. BUEK 


First Vice President, United States Trust Company, New York 


N ANY DISCUSSION OF TRUST INVEST- 
oe policies for the 1960’s, we must 
first decide how we intend to play the 
game. Shall we set a new policy each 
month, reflecting short term swings of 
the stock markets or shall we come up 
with an all-purpose investment _ phi- 
losophy so sound that it will not have 
to be reviewed before 1970? 

Somewhere between a monthly policy 
and an external one lies the proper 
choice for the ’60s. This will mean a 
change for many trust departments in 
the direction of greater flexibility and 
resourcefulness. In the decade just end- 
ed, almost any investment policy which 
permitted retention of common stocks 
was passably successful. No such easy 
life lies ahead. 

I have some rather confident thoughts 
about the third quarter of 1961, and our 
economists are now peering vaguely into 
the first half of 1962. If this suggests 
that we are unqualified to handle invest- 
ments, I would remind you that last Sep- 
tember the country and its presidential 
candidates were debating whether or not 
our economy was undergoing a reces- 
sion. Nine months later we knew that we 
had had one, and that it was over. I sub- 
mit that no one foresees the future with 
clarity or assurance. 

One of the frustrations of mankind is 
that the past is crystal clear, entirely 
logical, and everything which happened 
now seems to have been inevitable. The 
future is an absolute blank, a bewilder- 
ing mass of a thousand conflicting possi- 
bilities. However, one encouraging as- 
pect of hindsight is that we invariably 
realize that important events occurred 
for entirely logical reasons. We realize 
belatedly that the factors leading to var- 
ious events were there to see, but that 
we either overlooked them or wrongly 
appraised them. 

Accepting the premise that events of 
the ’60s are already in the making, sup- 
pose we make the reasonable assump- 
tion that the important developments 


From address before 35th Western Regional Trust 
Conference, A.B.A., Seattle, July 12, 1961. 
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Leading the investment panel at Western Regional Trust Conference on July 12 is 


AR 


Charles W. Buek, first vice president, United States Trust Co. of New York. Other mem- 

bers of the panel on “Investing for Pension and Profit-Sharing Trusts” are (left to right) : 

William G. Maas, vice president, First National Trust and Savings Bank, San Diego; Carl 

L. A. Beckers, vice president, St. Louis Union Trust Company, St. Louis; and Joseph K. 
Heyman, senior vice president, Trust Company of Georgia, Atlanta. 





will be logical rather than illogical, and 
that they will appear in hindsight to 
have been inevitable, for there are a sur- 
prising number of things which are cer- 
tain about the *60s. 

We can predict many events but we 
cannot say exactly when they will occur. 
Almost all of our mistakes are errors of 
timing. Perhaps we are too inclined to 
put the cart before the horse, concen- 
trating on timing of purchases and sales 
when we should rather concentrate on 
timing events. If we can do that with 
fair success, timing of investment 
changes may become very simple. 

How far ahead can we foresee impor- 
tant developments with reasonable ac- 
curacy? I have come to the conclusion 
that certainty begins to fade out some 
six to nine months ahead. In the brief 
period of the following six months, busi- 
ness men and investors can confidently 
predict that prevailing trends will con- 
tinue, or that conditions will remain un- 
changed. The stock market usually anti- 
cipates developments by six to nine 
months, which seems to be the time 
when coming events first enter the range 
of vision of the keenest observers. 

This is a disappointing prospect for 


an investor plunging into the untracked 
wilderness of the 1960’s. If we really can 
see only six months ahead, wouldn’t we 
be prudent to adopt investment policies 
so cautious, so hyperconservative, that 
our accounts will be ready for any even- 
tuality? 

Not if we mean to remain in the trust 
business! Other managers of funds in 
competition with us may have more 
faith in our economy, in the wisdom of 
our leadership (both public and _pri- 
vate), and in the logic of their own 
longer range forecasts. So we would be 
wise to go back to a study of the ’60s 
to see whether other predictions can be 
made about them with confidence. 

I believe that six-year forecasts are 
often more reliable than those covering 
six months. The choice of a period of 
six years is not careless; it is related to 
the duration of certain cycles and the 
slope of certain trends. It is a period in 
which many fluctuating factors will have 
run their course and deep-seated trends 
prevailed. It is a representative “sam- 
ple” of time. Though impossible to pre- 
dict what will happen tomorrow, next 
week, or next year, in an adequate “sam- 
ple” of time, the progress of our econ- 
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Air REDUCTION 


Company, Incorporated 





The Board of Directors has de- 
clared a regular quarterly divi- 
dend of 62”¢ per share on the 
Common Stock of the Company, 
payable on September 5, 1961, 
to holders of record on August 
18, 1961. 


July 26, 1961. 
T.S.O’BRIEN, Secretary 
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YALE & TOWNE 
294th Quarterly Dividend 


37/2¢ a Share 


Payable: 
Oct. 2, 1961 


Record date: 


Declared: 
July 27, 1961 


and Treasurer 


Cash dividends paid every year since 1899 


Sept. 15, 1961 


Elmer F. Franz 
Vice President 


& TOWNE MFG. co. 
Lock and Hardware Products since 1868 
Materials Handling Equipment since 1875 





























CARBIDE 


A quarterly dividend of ninety cents 
(90¢) per share on the outstanding 
capital stock of this Corporation has 
been declared, payable September 1, 
1961 to stockholders of record at the 
close of business August 4, 1961. 


JouN F. SHANKLIN 
Secretary and Treasurer 





UNION CARBIDE CORPORATION 











TENNESSEE CORPORATION 


TENNESSEE 
CORPORATION 


July 26, 1961 


A quarterly dividend of 
thirty-five (35¢) cents per 
share was declared payable 
September 22, 1961, to stock- 
holders of record at the close 
of business September 8,1961. 


Joun G. GreensBurGuH, 
61 Broadway Treasurer 
New York 6, N. Y. 

















omy becomes almost as predictable as 
rainfall and mortality. 


Finally, a period as long as six years 
gives the powerful factor of compound- 
ing time to do its work. In one year the 
earnings of a well selected company may 
increase 15%, which is all well and 
good. But do you realize that 15% com- 
pounded year after year will quadruple 
those earnings in the sixties! How many 
errors of timing are offset when the fac- 
tor of compounding has time to do its 
work. 


Eye to the Road 


So we have developed a picture of an 
investor constantly looking ahead, see- 
ing clearly for six months ahead, and 
with a fair idea of what he may expect 
six years ahead. This leaves a disturbing 
51-year gap, and in that darkness lie all 
manner of unforeseen and _ untimely 
events. He is very much like the driver 
of a car at night, who can see clearly 
only in the beams of his headlights but 
who has a good idea where the road ulti- 
mately leads. 


A good driver watches the road ahead, 
sees the curves and the bumps and takes 
prompt action to avoid them. The suc- 
cessful investment manager of trust 
funds must also watch carefully as his 
limited foresight reveals the twists and 
turns of our economy. It is essential that 
he be prepared to take action. 


Too many trust officers, finding near- 
term forecasting extremely difficult, re- 
sign themselves to relying on the cer- 
tainties of the distant future. This has 
led the public to think of some trust of- 
ficers as “glorified custodians.” 


However, a reputation as a successful 
investor or manager is perishable and 
the public will not bear with us long if 
we are wrong. Some trustmen have an 
unimpressive reputation as investment 
managers because they are not willing 
to reconsider policy at frequent inter- 
vals. Since they are sure that the long 
road leads to the promised land, they 
simply refuse to steer. 


In the 1960’s, investment success will 


require a willingness to change. Policies. 


will have to be more flexible than in the 
past, and action prompt and unhamp- 
ered. In the boom years after the Second 
World War, there were unlimited oppor- 
tunities for all companies. There appear 
to be many fewer unexploited ones 
ahead. 

Markets for some’ products are ap- 
proaching saturation, while other goods 
and services are approaching obsoles- 


_cence. Furthermore, gains of organized 


labor have cut into corporate profit mar- 





gins to a disturbing though varying ex. 
tent, and this will continue to be true. 

For these reasons, the choice of equi- 
ties will be increasingly difficult and 
timely changes vitally important. Be. 
cause of exhaustion of potential markets 
and erosion of profit margins, compa- 
nies which do not gain ground will prob. 
ably lose ground. There will be many 
fewer comfortable income producers to 
fall back on. 

So, our first advice for the 60’s would 
be that you keep more liquid than be- 
fore, more flexible than ever, and make 
up your mind that you will have twice 
the activity in your trading department 
that you have had in the past. 


No Near-Term Boom 


For the near-term forecast for coming 
months already visible in the headlights: 
the country is recovering from a very 
mild recession, and we expect this up- 
ward trend to continue throughout the 
remainder of the year. There is some dis- 
agreement as to whether or not we are 
heading for another old-fashioned boom. 
One view is that the recession was mild 
because the underlying condition of the 
economy is especially strong. This sug- 
gests to some that we are headed for a 
boom of record-breaking proportions. 

I think it more likely, and in the long 
run more constructive to believe, that 
the recent recession was mild because 
our economy is slowly becoming more 
stable. This would suggest that recovery 
in business also will be mild, and will 
not reach boom proportions. If we have 
learned to keep our economy from hit- 
ting the bottom hard, we must accept the 
fact that it will not bounce so high. 

It therefore seems possible that recov- 
ery will be moderate. The stock market 
anticipated improvement in business 
very promptly and fully. It also seemed 
to reflect early this year some signs of 
surprised relief that the Cabinet appoint- 
ments of the new Administration were 
quite acceptable, and that President 
Kennedy’s early actions were conserva- 
tive and relatively reassuring. 

Now we have some doubt in both re- 
gards. The economic recovery is not 
particularly vigorous, and the Adminis- 
tration seems to have ended the “best 
foot forward” period. Furthermore, 
labor unions, which have the strongest 
political foothold in history, may be 
awaiting only the return of good busi- 
ness conditions before making another 
round of demands. Finally, tension is 
heightening around the world. 

All things considered, there is consid- 
erable question whether the stock mar- 
ket as a whole will find easy going in the 
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fl CENTRAL ILLINOIS 
PUBLIC SERVICE COMPANY 


SPRINGFIELD, ILLINOIS 


DIVIDENDS 


A dividend of fifty-three cents (53¢) 
per share on the Common Stock has 
been declared, payable September 11, 
1961, to stockholders of record at the 
close of business August 18, 1961. 


Quarterly dividends on the 4%, 4.25%, 
4.92% and 5.16% Cumulative Pre- 
ferred Stocks have been declared, pay- 
able September 30, 1961, to stockhold- 
ers of record at the close of business 
September 18, 1961. 


C. C. Bredehoft, Treasurer 
August 1, 1961 














NATIONAL 
DISTILLERS 


and 


CHEMICAL 
CORPORATION 


The Company with 
the Five Industry Future 


DIVIDEND NOTICE 


The Board of Directors has declared 
a quarterly dividend of 30¢ per share 
on the outstanding C Stock, 
payable on September 1, 1961, to 
stockholders of record on August 11, 
1961. The transfer books will not 
close. 





PAUL C. JAMESON 


July 27, 1961. Treasurer 


LIQUORS + CHEMICALS 
PLASTICS + FERTILIZERS 
METALS 











h. J. Reynolds 
Tobacco Company 


Makers of 
Camel, Winston, Salem & Cavalier 
cigarettes 
Prince Albert, George Washingten 
Carter Hall 
smoking tobacco 














QUARTERLY DIVIDEND 


A quarterly dividend of 75c¢ 
per share has been declared 
on the Common Stock of the 
Company, payable September 
5, 1961 to stockholders of rec- 
ord at the close of business 
August 15, 1961. 


WILLIAM R. LYBROOK, 


Secretary 
Winston-Salem, N. C. 
July 13, 1961 


Sixty-one Consecutive Years of 
Cash Dividend Payments 





Aucust 1961 


months ahead. We do not consider the 
recent setback to be more than an inter- 
mediate correction, but the best buying 
period for stocks would seem to be be- 
hind us. Please bear in mind that this is 
a short term forecast. 


Demand for Stocks to Continue 


Looking beyond the next few months, 
and particularly for factors certain to 
have a bearing on the stock market for 
years to come, a number of confident 
predictions can be made. The market is 
high today for many reasons, a number 
of which seem certain to persist. 

The federal tax structure will continue 
to stimulate demand for common stocks 
while reducing the supply. One factor in 
reduced offerings has been the capital 
gains tax. As a result, many large blocks 
of stock are really not for sale. This 
powerful force working to reduce the 
supply of stocks will continue unabated. 

Many wealthy individuals influenced 
by the difference between capital gains 
and normal tax rates have preferred 
capital gains to dividends. This has cre- 
ated continuing demand for common 
stocks. 


Corporations have been prompted to 
offer bonds rather than common stock 
when raising new capital because bond 
interest is deductible and dividend dis- 
tributions are not. There is no indica- 
tion that this factor, which limits the 
supply of common stocks, will change. 

A wide variety of funds, some of tre- 
mendous size, have become regular buy- 
ers of common stocks. They have the 
characteristics of professional investment 
managers, in that they buy steadily and 
actually accelerate purchases when the 
market goes down. The growth of mu- 
tual funds may be influenced by psy- 
chological factors, but there is an ac- 
tuarial certainty to the continued growth 
of pension funds. There is at least a 
strong probability that profit-sharing 
funds will continue to grow. 

The number of variable annuity pen- 
sion funds is increasing rapidly, and a 
determined effort is being made by life 
insurance companies to enter the vari- 
able annuity field. There is no indica- 
tion that this program will be aban- 
doned, and it is characteristic of such 
funds that they are steady buyers of 
common stocks in large amounts. 

Thus it is probable, if not certain, that 
the imbalance between demand for and 
supply of common stocks will continue. 
For this reason at least, price-earnings 
multiples may be expected to continue 
high. We see no prospect of a return to 
old-fashioned multiples. 








AMERICAN ELECTRIC 


POWER COMPANY, Ine. 
vr 





206th Consecutive Cash Dividend 
on Common Steck 


a | nine hora of Forty- 

seven cents (47c) per share on the 
Common Capital Stock of the Company, 
issued and outstanding in the hands of 
the public, has been declared payable 
September 11, 1961, to the holders of 
record at the close of business August 


10, 1961. 
W. J. ROSE, Secretary 
July 26, 1961 























TEXAS GULF 
SULPHUR 
COMPANY 


160th Consecutive 
Quarterly Dividend 


The Beard ef Directors hes declared « 
dividend of 25 cents per shere en the 
10,020,000 shares of the Cempany's 
capital steck outstending and entitled 
to receive dividends, peyable Septem- 
ber 15, 1961, to stockholders of record 
at the closeof business August 18, 1961. 


HAROLD B. KLINE, 
Secretary. 
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Southern California 


Edison Company 


DIVIDENDS 

The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


CUMULATIVE PREFERRED STOCK: 


4.08% SERIES 
Dividend No. 46 
25/2 cents per share; 


4.24% SERIES 
Dividend No. 23 
26/2 cents per share; 


4.78% SERIES 
Dividend No. 15 
297/, cents per share; 


4.88% SERIES 
Dividend No. 55 
3012 cents per share. 


The above dividends are pay- 
able August 31, 1961, to stock- 
holders of record August 5. 
Checks will be mailed from 
the Company's office in Los 
Angeles, August 31. 


P.C. HALE, Treasurer 


July 20, 1961 


713 








Public confidence in the economy is 
another factor which has contributed to 
high multiples. Ever since the Second 
World War, there has been a growing 
feeling that our economy is a more 


smoothly running machine than in the 
old depression days. No one could argue 
with this assumption, for many safe- 
guards have been developed, and many 
procedures both in business and govern- 








THE SINGER MANUFACTURING COMPANY 


372nd 
dividend 


65 cents per share 
Declared: August 2, 1961 
Payable: September 13, 1961 
Record Date: August 18, 196! 


D. H. ALEXANDER 


Secretary 


MILITARY PRODUCTS 











HOUSEHOLD APPLIANCES »* INDUSTRIAL EQUIPMENT » 











I™: 
FLINTKOTE Diversified Products For Home and Industry 
THE FLINTKOTE COMPANY 


NEW YORK 20, N. Y. 


quarterly dividends have been declared as follows: 


Common Stock*: $.30 per share 

$4 Cumulative Preferred Stock: $1 per share 

$4.50 Series A Convertible 2nd Preferred Stock: $1.121/2 per share 
$2.25 Series B Convertible 2nd Preferred Stock: $.561/ per share 


These dividends are payable September 15, 1961 to stock- 
holders of record at the close of business August 18, 1961. 


. 1 32™ consecutive 


JAMES E. McCAULEY, Treasurer 
dividend 


August 2, 1961 














Cities Service 
com NY 
Dividend Notice 





The Board of Directors of Cities Service Company declared 
a quarterly dividend of sixty cents ($.60) per share on its 
Common Stock, payable September 11, 1961, to stockholders of 
record at the close of business August 11, 1961. 


July 25, 1961. FRANKLIN K. FOSTER, Secretary 
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TENNESSEE GAS 
TRANSMISSION COMPANY 


HOUSTON, TEXAS 





The Board of Directors has declared a 
quarterly dividend of 28¢ per share on 
the Common Stock, payable September 
12, 1951, to stockholders of record on 
August 18, 1961. 


DIVIDEND 
NO. 56 





H. F. ABY, Secretary 














ment have been tested, to cushion the 
shock of recessions and moderate the 
force of booms. 

Do not be unmindful of the fact that 
public confidence is being strengthened 
again at this moment. We are now 
emerging from the third postwar reces- 
sion, which proved to be brief and shal- 
low. We drew great satisfaction in 1959 
from the fact that we had shaken off, 
for the second time since the war, a re- 
cession which some thought might be- 
come a depression. Now in 1961] we are 
doing it again. We are entering the early 
1960’s with confidence in this aspect of 
our economy at an all-time high. 


Favored Groups for °60s 


Another reason for the high level of 
common stock prices is the faith which 
investors have had in the continued 
growth of certain companies. Not all 
favored industries of the 1950’s will con- 
tinue their gains in the 1960's. But here 
again there are strong probabilities, 
which in hindsight will seem to have 
been certainties. 

It seems inevitable that the need for 
more labor-saving devices will continue 
for many years. They have been the sal- 
vation of our economy as the cost of 
labor steadily rose, and they seem to be 
the best answer to the certainty of con- 
tinued labor gains in the future. 

Labor-saving devices take many 
forms, and sometimes we forget that 
they serve a labor-saving purpose. All 
types of modern office equipment for 
bookkeeping, check sorting or copy 
making reduce the need for white collar 
workers. There are machines for stuffing 
and stamping envelopes, and we will 
soon see machines for addressing and 
sorting mail. This field has made a num- 
ber of companies great, and the future 
remains very bright. 

Electronic computers are labor-saving 
devices. In the ’60’s you will certainly 
see a rapid increase in their use, parti- 
cularly in data processing centers. This 
will make them available to smaller busi- 
nesses unable to purchase or lease this 
expensive equipment. It will be unneces- 
sary to carry trays of punched cards or 
magnetic tape to the centers, for data 
will flow over wires. A telephone execu- 
tive has-predicted that this traffic will 
exceed the entire volume of spoken mes- 
sages. 

Home appliances, TV dinners, and 
packaged foods have taken the place of 
the laundress and the cook. They have 
also freed leisure hours, and the trend 
toward larger expenditures for leisure 
activities will continue. Each time an 
hour is taken from the working week 


TRUSTS AND ESTATES 
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without a reduction in pay, leisure in- 
dustries feel the effect. We should have 
bought Outboard Marine years ago, 
when millions of workers were given 
Saturday off with pay. We should have 
known they would go fishing! 

There will be continued growth in the 
use of vending machines wherever the 
merchandise does not require examina- 
tion or salesmanship. Major uses are 
likely to be the sale of theater tickets 
and gasoline. 

Our society is improving its standard 
of living in the field of services, which 
includes larger expenditures for educa- 
tion, publications, financing, and travel. 
There is no reason to expect this trend 
to turn downward. We should have fore- 
seen in the past the increasing use of in- 
stalment financing. In retrospect, it was 
inevitable that increased job security, 
coupled with unemployment protection, 
would give families confidence to carry 
larger amounts of instalment debt. There 
is no reason to believe that this debt 
must be liquidated. A higher volume has 
become normal, and its growth will con- 
tinue. 

Another certainty is continued pro- 
gress in the field of drugs. The break- 
through in antibiotics has been substan- 
tially discounted, but we are close to 
great gains in areas of cardio-vascular 
problems, anticholesterol drugs and a 


cancer cure. The government is taking a 
disturbing interest in their profits but 
it is inconceivable that it will kill the in- 
centive behind this vitally important re- 
search. 

An industry for which the *60’s will 
be very bright is life insurance. The sat- 
uration point here is far beyond the 
sales thus far achieved. In theory, life 
insurance is inadequate until it is sufh- 
cient to replace the full earning power 
of the insured. We are far from that 
point. 

There seems no end to the uses for 
electricity, and the 60s should continue 
this deep-seated trend. The electric util- 
ity companies have proven to be among 
the finest investments. There is a signifi- 
cant trend toward intrusion of Rural 
Electrification Administration lines into 
areas already served by private compa- 
nies. However, the trend of electric rates 
is so favorable, and the amount of the 
average consumer’s monthly bill so small 
relative to other expenditures, that it is 
not in the cards to see another round of 
utility baiting. 

Increasing labor costs seem to have 
doomed the lumber industry to very 
gradual attrition. Lumber which must be 
measured, cut, nailed, and planed by 
high-salaried carpenters is losing ground 
to plastics, metals, and gypsum board. 
Our scientific advisers tell us that lum- 





SAMPLE COMMON STOCK PORTFOLIO FOR THE EARLY 1960’s 


Chosen Exclusively From Industrial Companies 
Reporting Widening Profit Margins 


FOODS 

American Chicle 

Campbell Soup 

Mead Johnson & Company 
HOME PRODUCTS & DRUGS 

American Home Products - 

Bristol-Myers 

Procter & Gamble 

Richardson-Merrell 
RETAIL TRADE 

Federated Dept. Stores 
TOBACCO 

Reynolds Tobacco Company ___ 
PAPER 

Scott Paper Company _ 
PUBLISHING 

Holt, Rinehart & Winston 
OFFICE EQUIPMENT 

American Photocopy - 

o> 
ELECTRONICS 


ce ene ES ee ee ee eee ee 


Texas Instruments 
MISCELLANEOUS 
Brunswick 


ADD: 
Three Electric Utilities 
Two Life Insurance Companies 


Aucust 1961 


NN I a cchinsinirninaeicaraiodensaiananneaess 
Gl See Te, 
I A pec inaidbntscamienlanintetnesbentaltinninone 
Peabody Coal Company --...........-- 


Pretax Margins 


1955 1960 
23.9% 27.1% 
15.8 16.5 
17.0 25.0 
18.4% 22.4% 
12.1 15.7 
12.9 13.5 
19.0 22.9 
8.6% 8.7% 
14.0% 15.6% 
17.0% 17.5% 
10.9% 17.5% 
24.2% 29.7% 
20.9 24.1 
7.3% 8.2% 
8.7 12.6 
ee ewe eee re 1.7% 22.6% 
26.0 27.5 
14.6 14.8 
18.9 21.2 
TOES EEA eh aera 10.4 15.3 











Public Service Electric 
and Gas Company 


NEWARK.,N. J. 




















QUARTERLY DIVIDENDS 
The Board of Directors has de- 


clared the following dividends 


for the quarter ending Septem- 
ber 30, 1961: 


Class of Dividend 
Stock Per Share 
Cumulative Preferred 
4.08% Series - « $122 


4.18% Series . . . . 1.045 
4.30% Series . 1.075 
5.05% Series . . . . 1.2625 


5.28% ee ee 
$1.40 Dividend 

Preference Commen . 35 
Common ... 3s 2 @ -50 
All dividends are payable on or 
before September 30, 1961 to 
stockholders of record August 














31, 1961. J. InvING KIBBE 
Secretary 
. PUBLIC SERVICE 








CROSSROADS OF THE EAST 











SOUTHERN 
NATURAL GAS 
COMPANY 


Birmingham, Alabama 
Common Stock Dividend No. 90 


A regular quarterly divi- 
dent of 50 cents per share 
has been declared on the 
Common Stock of Southern 
Natural Gas Company, pay- 
able September 14, 1961 to 
stockholders of record at the 
close of business on August 
31, 1961. 

W. S. TARVER, 
Secretary 
Dated: July 29, 1961. 



































PHELPS DODGE 
CORPORATION 


» 


The Board of Directors has 
declared a third-quarter divi- 
dend of Seventy-five Cents (75¢) 
per share on the capital stock of 
this Corporation, payable Sep- 
tember 8, 1961 to stockholders 
of record August 16, 1961. 


M. W. URQUHART, 
Treasurer. 


July 26, 1961 

















ber will be the first building material to 
fall by the wayside. There will be oppor- 
tunities for investment in the companies 
making more modern building mate- 
rials. 

It is hard to predict the future of the 
automobile industry, because its cycles 
are short and so commonly influenced 
by styling. However, the revulsion from 
giant cars and chromum gadgets seems 
deep-seated. Again by simple logic, the 
acute traffic congestion which plagues 
America will be relieved by compact 
cars. The automobile industry may have 
reached maturity, and its investment ap- 
peal in the ’60s is questionable. 

During the decade, trustmen may be- 
gin to invest moderate amounts of 
money overseas. There are added haz- 
ards in other parts of the world not sole- 








INDUSTRIES 


INCORPORATED 


ACF 


boc 


Common Dividend No. 167 


A dividend of 62'2¢ per 
share on the common 
stock of this Corporation 
has been declared payable 
September 15, 1961, to 
stockholders of record at 
close of business August 
25, 1961. 


C. ALLAN FEE, 
Vice President and Secretary 


August 4, 1961 


ase 








401 st Dividend 


Pullman 
Incorporated 


95th Consecutive Year of 
Quarterly Cash Dividends 





A quarterly dividend of fifty 
cents (50¢) per share will be 
paid on September 14, 1961, 
to stockholders of record 
August 21, 1961. 

WILBUR E. WOLFE 


Vice President & Secretary 


Division and Subsidiaries: 
Pullman-Standard division 
The M. W. Kellogg Company 
Trailmobile Inc. 
Trailmobile Finance Company 
Swindell-Dressler Corporation 
Transport Leasing Company 
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ly related to the risk of war. There are 
exchange restrictions to worry about, 
and in some areas a chance of nation- 
alization of industry. However, rewards 
are tempting, for the standards of living 
are rising rapidly, saturation points are 
far below ours, and labor costs are 
favorable. Not all regulatory authorities 
are ready for this step, but a careful en- 
try into foreign securities markets dur- 
ing the ’60s seems probable. 

One deterrent to foreign investment is 
the continuing dearth of reliable statis- 
tical information. Don’t be misled by re- 
ports of security analysts societies in 
Europe. They are embryonic at best, and 
what they have to work with is pitifully 
inadequate. However, considerable first- 
hand information is available for Amer- 
ican investors in a position to get it for 
themselves. 

At home, fixed-income investments 
may continue to treat investors badly. 
If this country is to have the economic 
growth which many forecasters predict, 
the sources of funds — savings, depre- 
ciation, plowback, etc. — may be scarce- 
ly adequate for the purpose. It seems 
likely that interest rates will be chroni- 
cally high — quite possibly higher than 
today. 


What of Profits? 


I have painted a rather rosy picture, 
with particular emphasis on picking and 
choosing carefully. I have suggested that 
many strong upward trends now appar- 
ent will continue. This leaves one serious 
question unanswered, the profitability of 
business. Will profit margins continue 
to narrow until we have reached the 
often-discussed state of “profitless pros- 
perity ?” 

I do not know what the final outcome 
of the wage price spiral will be. Surely 
I do not think that labor has made its 
final demands upon management. Pro- 
jection of the labor gains of the past 25 
years is an alarming prospect, with 
profit margins dwindling to nothing. 

Since we cannot foresee the future, 
why not fall back again upon logic and 
the belief that there will be sound rea- 
sons for future developments. In 1932 
it was clearly evident that the plight of 
millions of workers was intolerable, and 
that labor had to increase its share of 
the nation’s wealth at the expense of 
ownership. This has now largely been 
accomplished. Although organized labor 
will always want more money than it 
has, its case is far less urgent. 

You may ask how the demands of 
labor can be expected to diminish when 
labor’s political influence is the highest 
in history. Is it possible that the Ken- 





nedy Administration will take a middle 
course in labor-management relations? 
I believe that the Administration has a 
mandate from the people which is re. 
assuring in this regard. 

We are in a bitter struggle with Com. 
munism and a race to make our system 
of private enterprise outperform the Rus. 
sian economy. The Kennedy Administra. 
tion must see that our economic machine 
never misses a beat. This is a far cry 
from the mandate given Franklin D, 
Roosevelt, who came in to tear the ma- 
chine apart, if need be, and to rebuild it 
in some new form. Thank heaven, this 
is no time for tinkering, for there are 
those in high places who would tinker 
if they could. 

Therefore, I believe that we need not 
extend to the point of profitless prosper- 
ity the trend of labor’s gain at the ex- 
pense of ownership. A much needed im. 
provement in labor’s share of the wealth 
has been effected, and the precious 
stimulant of the profit motive must be 
preserved while the race with Commun- 
ism is run. I do not know when or how 
the wage-price spiral will be stopped, 
but it is simply not in the cards under 
prevailing conditions that it go on toa 
disastrous end. 

Is this too optimistic a view? Would 
you rather have something more definite 
to go on? Why not deal with the prob- 
lem of shrinking profit margins by re- 
fusing to buy the stock of any company 
whose margin is not widening? An en- 
tire portfolio can be selected in_ that 
manner. 

The stocks in the sample list were not 
chosen with reference to price earnings 
ratios, yields, or appreciation, but ex- 
clusively from a group of industrial cor- 





porations reporting widening profit mar- | 


gins. Why not make this one test your 


criterion for selection of stocks in the 


early ’60s? 
In summary, my idea of an invest: 
ment policy for the ’60s calls for con- 


siderable caution in the immediate fu- |) 


ture and deep-seated confidence for the 
longer period. Fixed-income investments 


will continue to produce both income Fl 
and headaches. The management of com- | 


mon stock portfolios will be exceedingly 


difficult,.with a stiff penalty for inflexi- © 
bility and reluctance to change. Selectiv- ‘ 


ity will be all-important, and the process 
of searching selection should be already 
under way. 


A A A 


e Trust department earnings for 1960 a 


in all insured commercial banks aggre- 


gated $460,251,000. This compares with 4 


$426,016,000 for the previous year. 
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Trustees Face Changed 


BUSINESS ENVIRONMENT IN THE 603s 


PAUL 1. WREN 


Executive Vice President, Old Colony Trust Company, Boston, Mass. 


UR TRUST COMMITTEES WILL HAVE 
QO: be agile to adjust their thinking 
to the “new orthodoxy” being molded 
by the individuals who have moved into 
Washington since January. Drawn from 
university campuses, many of them are 
not restricted in their thinking by the 
practical side of many programs. Recent 
speeches of most officials appointed by 
this Administration have indicated that 
the top priority target is an economy 
that grows steadily and rapidly. The 
second, hand-in-hand, is full employment 
or at least a level of unemployment be- 
low 4% of the working force. The exis- 
tence and size of deficits in the Federal 
budget are of secondary importance to 
these goals. 

A recent budget analysis by Secretary 
Dillon showed that in the last fiscal year 
revenues of the Government were around 
$78.2 billion including $14 billion ad- 
vance payment of the German postwar 
debt. This prepayment had not been an- 


ticipated in the original figures in Jan- 


uary, 1960, when total receipts (adjust- 


ed to new bookkeeping procedures) 
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| lary’s figures, the total for 1961 was 
) about $77.7 billion (not allowing for 
} the $14 billion windfall) as against 
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with Bf conference, A.B.A., Seattle, July 12, 1961. 


TATES 


were estimated at $82.9 billion. This de- 
cline in revenues was caused by failure 
of Congress to enact legislation to in- 
crease certain taxes and postal rates, as 
well as the side effects of the decline in 
business during 1960. 

In perspective it is interesting to note 
that the decline in revenues from the 
previous 1960 fiscal year is actually less 
than during the 1957-1958 setback in 
business. The stumbling block is that 
revenues failed to increase to the levels 
hoped for in the budget. Turning to 
actual revenues by fiscal years, the net 
receipts of $70.6 billion in 1957 dropped 


to $68.5 billion in 1958 and to $67.9 
| billion in 1959, a decline of $2.7 billion 


in the two-year period. Using the Secre- 


$77.8 billion net receipts in fiscal 1960. 


> This represents only a nominal change. 


1960 |) Added expenditures for defense and un- 


_— 


From address before 35th Western Regional Trust 
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employment payments on top of many 
built-in cost increases resulted in total 
disbursements of over $80 billion in fis- 
cal 1961, an increase of around $4. bil- 
lion over 1960. 

Because, as Secretary Dillon said, 
“expenditures must keep pace with our 
ever growing population and our mount- 
ing national needs,” the present forecast 
for fiscal 1962 shows a deficit of $3.7 
billion after expenditures of $85.1 bil- 
lion. With Congress still in session and 
many expensive programs still in com- 
mittee, actual 1962 expenditures must at 
this time be a guess. The largest deficit 
in peacetime history came in fiscal 1959 
after business had turned for the better 
in mid-1958. This fact is used to help 
justify the deficit in fiscal 1962 —a rea- 
sonable position. The real challenge to 
the present Administration comes when 
the budget for 1963 is put together next 
January. Expenditures in 1960 were cut 
$3.8 billion below the previous vear 
while revenues increased $9.8 billion, 
thereby changing the enormous $12.4 
billion deficit to a $1.2 billion surplus, 
one of the greatest reversals in history 
in such a short time. Will there be an 
equally impressive change from the defi- 
cit of at least $3.7 billion in this present 
fiscal year? = 

Can a country stimulate growth 
through spending and solve the unem- 
ployment problem? Is ‘the easy way of 


moving toward “soft money” better than 
the old-fashioned way of “hard money” 
found so successful by West Germany? 


Balance of Payments Problem 
Unresolved 


At the end of June, 1961, the public 
debt outstanding and subject to limita- 
tion was about $289 billion compared to 
$286 billion a year earlier, $270 billion 
on June 30, 1957, and $251.5 billion on 
June 30, 1947. Annual expenditures for 
interest are now around $9 billion, 
greater than total Federal expenditures 
in any year during the thirties and 
about the total for fiscal 1940. This stag- 
gering figure is the price we pay for 
continuing to operate at a deficit with 
no reduction in interest-bearing govern- 
ment obligations. The rosy forecasts of 
revenues for fiscal 1963 have prompted 
some politicians to try to get credit for 
being among the first to suggest reduc- 
tion of the tax burden. However, some 
reduction in federal debt is certainly 
called for in the sixties. Will we take this 
important step toward sound fiscal man- 
agement? 

Maybe some answers to this question 
may come from the discipline of the in- 
ternational market place, or in other 
words, our balance of payments prob- 
lems. Since the movement of gold re- 
cently has been inbound rather than out- 
bound, some have been lulled into the 
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feeling that the old dog has gone back 
to sleep rather than moving into posi- 
tion to bite us. In the 8 weeks ended 
June 28 gold inflow has amounted to 
$160 million after a dull period of 10 
weeks during which movement was of 
nominal proportions. Also, the present 
situation is a vast improvement over the 
8-month period ended February, 1961, 
when outflow totaled $1,878 million, 
reaching a high of $218 million in one 
week. I am not an expert in interna- 
tional finance, but I am sure we should 
not think that the problem can be 
brushed under the carpet during the 
’60s. With the decline in business activ- 
ity in this country, imports were less in 
the first quarter this year; and with the 
reverse true in Europe, exports were 
larger. As a result, the favorable balance 
was at the annual rate of $7.3 billion, 
the highest in history (except during the 
Suez Crisis). A substantial contributing 
factor was the sale of new jet planes to 
foreign airlines. Greater aggressiveness, 
easier financing, and more imagination 
may help to maintain the volume of ex- 
ports. 

The more perplexing problem is how 
to keep American-made products compe- 
titive with foreign items of comparable 
quality. A few years ago foreign manu- 
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facturers did not have capacity to fill 
domestic needs. Since then with their 
expanded capacity they have been able 
to penetrate American and foreign mar- 
kets. Manufacture of high quality or pre- 
cision products is no longer a monopoly 
of American firms and the ’60s will see 
an increase in severity of competition. 
The “jawbone” technique of holding in- 
creases in wages to rises in productivity 
will receive a severe test. 

Much has been written about better 
control of foreign aid programs, assis- 
tance to underdeveloped countries, 
maintenance of armed forces abroad, 
and encouragement of other countries to 
pay their fair share of aid to countries 
in need. I would rather leave the prob- 
lem by stating that all these points are 
important considerations in correcting 
trends but that the discipline of the mar- 
ket place comes to bear on our man- 
euverability under existing conditions. 
The position of the Treasury in the ex- 
change market is somewhat like a bank 
in that it has gold of $1714 billion and 
short term liabilities to foreigners of 
over $21 billion. In his February mes- 
sage to Congress, President Kennedy an- 
alyzed the situation as follows: 


Of this $17,500,000,000, gold re- 
serves not committed against either 
currency or denosits account for nerr- 
ly $6,000,000,000. The remaining $11,- 
500,000,000 are held under existing 
regulations as a reserve against Fed- 
eral Reserve currency and deposits. 
But these, too, can be freed to sus- 
tain the value of the dollar; and I 
have pledged that the full strength 
of our total gold stocks and other in- 
ternational reserves stands behind the 
value of the dollar for use if needed. 


In addition to gold in our vaults, the 
United States can draw upon the Inter- 
national Monetary Fund up to its quota 
of $4.1 billion. Our short term assets 
abroad are now estimated at $4.5 bil- 
lion, and Western European countries 
whose currencies are now strong owe us 
long term governmental debts of $2.9 
billion. Thus, the United States Treasury 
has substantial resources to meet any 
demands for gold. 


International Rate Stability 
Sought 


The spread between interest rates in 
New York and London has caused 
money to move to the market with high- 
er rates. Because of this, operations of 
the Open Market Committee of the Fed- 
eral Reserve and Treasury financing for 
the past 8 months have been designed to 
maintain as small a spread as possible 
between the rates in New York and other 
money centers. Recently, a new working 





party on monetary and fiscal policies 
has been established as a subcommittee 
of the Organization for European Eco. 
nomic Cooperation. According to Secre. 
tary Dillon, they meet “at 4- to 6-week 
intervals in Paris, where a small group 
of responsible officials can discuss ques. 
tions of mutual interest and gain a prac. 
tical grasp of the flexibility in national 
policies to help discourage excessive or 
disequilibrating movements of liquid 
funds.” Some progress has been made 
toward a more stable pattern of inter. 
national interest rate relationships, 
Without some new factor developing to 
influence the rate level in a particular 
country or to weaken confidence, the 
problem of movement of short term 
funds is less acute for the present. 

The 40s may be characterized as an 
era of “pegged” markets for Government 
securities and the ’50s were for the most 
part a period of “free” markets. Since 
February 20 these markets have been 
called “artificial” by some professionals 
because of abandonment of the “bills 
preferably” policy. At some point in the 
business cycle, which appears to be on 
the uptick at present, the Federal Re- 
serve should come to the conclusion that 
further purchases of securities to pro- 
vide reserves for the banking system 
should be stopped. Will withdrawal of 
the substantial buyer in the period prior 
to the change in policy unsettle the mar- 
ket to such a point that the Fed will be 
forced to continue buying to cushion the 
decline and prevent disorderly markets? 
If this crisis is overcome in one way or 
another, will the same situation arise 
when the Fed decides to withdraw re 
serves from the system by selling part 
of its recently acquired intermediate 
and long term issues? If only short term 
issues are sold, the average maturity of 
the portfolio will lengthen. Such a 
planned program has not been consid- 
ered sound for central banks. There is 
always a good time for the Reserve Sys- 
tem to buy intermediate and long term 
bonds but never a good time to sell. The 
60s should produce the answer to the 
impact of this experiment on the depth, 
breadth, and resiliency of the market 
for Government securities which the 
Treasury and Federal Reserve System 
have been encouraging since the 1951 
accord. 


More Government Spending 


Trust committees should be prepared : 
for the effects of greater spending by} 
the Federal Government. According to} 


Secretary Dillon, the deficit in fiscal 
1962 is “inevitable if we are to meet 
urgent requirements in defense, space, 
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education, housing, transportation, and 
in the international field.” Such a policy, 
if pursued with no apparent limitation 
related to revenues collected, may often 
create deficits. Unbalanced budgets over 
a period and especially in periods of 
good business will create inflationary 
pressures. Will these pressures be re- 
duced by higher taxes, including pos- 
sibly excess profits taxes, or by price 
and wage controls? 

Another consideration is increasing 
intrusion of the Federal Government in- 
to the affairs of state and local govern- 
ments. The trend is accelerating partly 
because of the long term belief that 
grants from the Federal Government 
come from the pockets of taxpayers 
other than the recipient and partly be- 
cause of the lack of new tax sources for 
local governments. The latter problem 
has been intensified by gradual en- 
croachment of the tax programs of the 
Federal Government. Will the ’60s see 
a reversal of this trend? Will the strain 
on municipal credit be so great as to 
worry some bondholders? 


More Problems 
for Management 


The ability of corporate management 
has always been one of my principal 
criteria in selecting investments. The 
00s tested management in many ways, 
and I expect that the ’60s will be even 
more difficult. Excess capacity is present 
in many industries. With almost every 
company having an active research de- 
partment, management will have to be 
alert to assure stockholders that they are 
receiving value. The recent price-fixing 
scandals have made everyone more con- 
scious about pricing policies. Not only 
is it necessary to avoid prices which are 
artificially high because of collusion but 
also prices which are “unreasonably 
low.” All angles of the problem of man- 
aging a company seem to be growing 
more complex. The 60s will be a severe 
test of management. 

Another feature may be attempts to 
control the size of single corporations. 
Investors have loved companies with 
growth; and management has been hap- 
py to see a steady increase in assets, 
number of employees, sales, net profits, 
and penetration of markets. The free en- 
terprise system has encouraged such 
growth, and the country and its citizens 
in general have benefited from this 
growth in size. At some point, opera- 
tions become so diverse in character or 
in location that management is not as 
effective as in smaller units. Also, 
growth may result in greater control of 
the market, which in turn may lead to 
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prices less responsive to changes in de- 
mand and supply. The use of computers 
in providing detailed information 
promptly may permit some _break- 
through of previous size barriers. Invest- 
ors should be alert to less effective man- 
agement. The Department of Justice and 
congressional committees appear to be 
watching more carefully the increasing 
proportion of a market being controlled 
by one company. Statesmanship of the 
highest order will be necessary for man- 
agement to keep from falling into the 
traps on one side of the road or the 
other. 


Trust Investment 


Abroad? 


Prudent men with long experience in 
the business and financial world make 
up trust committees. Many were active 
in the ’20s when foreign securities were 
being floated in the American market. 
Others entered the securities business 
when many of these flotations were in 
default or when values were being ex- 
tinguished during World War II. Most 
cannot recall the era of freely converti- 
ble foreign exchange with only nominal 
fluctuations in rates. The rapid resur- 
gence of many industrialized nations 
since World War II, the rising impor- 
tance of the middle class as consumers 


in these areas, and the formation of the 
Common Market have forced many 
members of these committees to recon- 
sider their long based objection to in- 
vesting trust funds outside of the United 
States. Analysts are learning the ac- 
counting procedures of foreign corpora- 
tions and are studying the attractiveness 
of stocks of companies with unpro- 
nounceable names providing only nom- 
inal returns in dollars. The ’60s will sup- 
ply opportunities for unsophisticated in- 
vestors to realize substantial gains, or 
losses, in this field. Let us hope that they 
inherit quickly the qualities of success- 
ful international investors who by tra- 
dition and instinct recognize the time to 
pull out of foreign markets. 

The business environment may also be 
influenced by other factors. The most 
important omission is the temperature 
of the “cold war,” which is so immense 
that it could very easily overshadow the 
other points. Another is development of 
a reasonable solution of labor disputes 
with less impact on the public. The pres- 
ent Administration is playing a more 
active role in negotiations and tempor- 
ary settlements than the previous group. 
The cost of final settlements may be 
borne more by the investor in the form 
of lower profits than by the public in 
the form of higher prices. 
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House 


ECENT APPROVAL BY THE 

Ways and Means Committee of a 
tax incentive proposal, whereby com- 
panies may deduct from their tax liabil- 
ity up to 8% of a year’s expenditure for 
machinery, is an important symbol. 

The incident has a broad significance 
in marking the end of an era. The tense- 
ness of global events in the 1960s cre- 
ates a need to free the nation of eco- 
nomic illusions which sap strength. 
Thus the class warfare, primitive busi- 
ness-baiting aspects of the original New 
Deal are fading into the limbo of re- 
jected ideas. 

This important subsurface change is 
underway, despite the campaign effort 
of John F. Kennedy to depict himself as 
heir to the mantle of Franklin D. Roose- 
velt. The two men are significantly dif- 
ferent in ideology and in personality 
but the fundamental shift that is taking 
place stems from more deep-seated 
causes. Global events have forced Amer- 
icans to take sides and make choices. 

Roosevelt was in competition during 
his first two terms with what he called 
Hooverism and the depression. President 
Kennedy faces a tougher foe in Com- 
munist imperialism. Americans have 
found it necessary to search their hearts 
to determine what is worth defending. 

Opposition to the brutal regimenta- 
tion inherent in Communism has caused 
a new appreciation in the West of the 
merits of a free-choice society, some- 
times called capitalism, with justice un- 
der law. As both major power blocs be- 
gan to flex their muscles, there has been 
a necessity for drastic reappraisal of 
what really contributes to American 
wellbeing. Thoughtful diagnosticians 
soon recognized that strength is sapped 
not merely by fifth column subversion 
but by stupid adherence to economic 
fallacies and unscientific or emotional 
concepts. 

There was sentiment during the eco- 
- nomic emergency of the (30s in favor 


of initiating new sources of revenue- 


which would be productive even during 
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the setback. The trend of thinking at 
that time was toward taxation based in 
part on transactions, which are more 
stable than highly volatile profits. 


Soaking and Sapping 


At the psychological moment, Con- 
gressman La Guardia rose to address 
the House, and in his soprano voice 
made sales tax on the national level a 
dirty phrase for three decades: “The 
proposal is a tax to soak the poor. I 
am in favor of a more steeply graduated 
income tax, which will soak the rich.” 

The La Guardia tax principle has 
been intellectually enervating. Analysis 
shows that the big superstructure of sur- 
taxes is largely malarkey and window 
dressing, for some 84% of the personal 
income tax yield actually comes from the 
basic 20% rate which all taxpayers meet. 
It would be erroneous to assume that 
there is a 16% gain from the surtaxes. 
Against this must be set the discourage- 
ment to risk taking. the abandonment of 
constructive endeavors in the search for 
tax shelters, and the escape route 
through tax-exempt bonds. 

Likewise, the corporate income tax, 
which makes the Federal Government a 
52% partner in business profits, is not 
an effective device for “soaking the 
rich.” In our tax civilization, taxes have 
become embedded into the cost struc- 
ture, and are borne in the final analysis 
by those who provide the wherewithal; 
namely, the customers. 

If all the income of the rich were con- 
fiscated, it would keep government go- 
ing for only a few days. Nowadays,, the 
bulk of national income goes to work- 
ers, farmers, white collar clerks, profes- 
sional folk, small proprietors, and other 
productively occupied persons. 

Tax demagoguery is vicious for a 
deeper reason than, the byproduct in- 
justice to special groups. It is a corrod- 
ing influence because it prevents a na- 
tion from achieving optimum strength 
growing out of choosing prudent operat- 
ing principles. 


TIME TO FACE ECONOMIC REALITIES 

















It is tu President Kennedy’s credit 
that he is willing to support tax incen- 
tives designed to accelerate national eco. 
nomic growth. But obviously one gim- 
mick is not enough. The whole tax 
structure should be reexamined; for ex. 
ample, the corporate income tax rate is 
so high that it contributes to pricing 
our goods out of international markets, 


To Compare Merits 


The whole subject of barriers to eco- 
nomic growth should be re-studied. Out- 
moded ideas, which may or may not 
have been valid earlier, have persisted, 
with detriment to the U. S. cost sheet. 
There should be a review of obsolete 
court decrees, judicial decisions, out-of- 
date laws, fiat power granted by Con- 
gress to unions — which raise costs 
through feather bedding and in other 
ways. 

If we are to get a fair test as to the 
relative merits of U. S. freedom vs. 
Communist regimentation, we should 
foster, not hamstring, individual initia- 
tive, and improve rewards and _incen- 
tives, not impair them through unwise 
taxation or unnecessary governmental 
competition and overhead costs. 

It is sheer stupidity to hammer busi- 
ness down through weakening incentives 
and then try to build it up through 
pump-priming. Economic growth is pro- 
moted by confidence to invest in new 
ideas and new products developed by 
research efforts. The idea that there is 
a short cut to progress through the 
beneficence of Mama Government is 
suckerbait. 

The academic discussion about poli- 
ticians being able to eliminate the risk 
element in business and in the adven- 
ture of living is sheer political blue- 
sky. It is not primarily the responsibility 
of government to make speculative judg- 
ments on business and investment risks. 


Incentives vs. Taxes 


John M. Hancock, Lehman Brothers 


partner and associate of Bernard M. 
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Baruch) in many of his public projects, 
had uniquely broad experience in choos- 
ing personalities for top management 
osts in business companies. He told 
me that the de-incentives entailed in the 
steep!) graduated personal income tax 
jaw made it difficult to reward capable 
execulives. After studying all known 
gimmicks and gadgets, including stock 
options. deferred compensation, retired 
income plans, saving plans, bonus pay- 
ments. profit-sharing, and jumbo sala- 
ries. he still felt dissatisfied. 


Obviously a more salutary solution 
would be to lower the ceiling rate on 
personal incomes to — say — 50% and 
to restore the 25% pre-New Deal credit 
on earned income. 

This broad topic was aired at the 
stockholders’ meeting of the Ford Motor 
Company. One articulate minority stock 
holder attacked the board’s stock option 
program for key executives. He sought 
in vain to amend the plan to compel 
beneficiaries to hold for a specified pe- 
riod stock acquired under favorable op- 
tions. Some companies, including Amer- 
ican Express, have this provision. How- 
ever, the Ford board stuck to its original 
plan, an officer pointing out: “The prices 
given to the optionees at the time options 
are granted are the market prices at the 
times the options are granted.” 


Behind the growing corporate vogue 
for stock options to executives is a re- 
enactment in modern dress of the cyni- 
cism which the original Henry Ford 
showed toward stockholders when he 
remarked: “stockholders are parasites.” 
In an erudite survey of the trend in 
options Dean Erwin N. Griswold ob- 
served, in the Harvard Business Review: 
“It is understandable that the executives 
of .. . a company, a new generation, 
should feel that it is really their work 
which has brought about... (an) . 
increment, and that they have more 
right to share in the increase than do 
the passive shareholders who never do 
anything more strenuous than endorse 
their dividend checks. Even though 
members of ‘management’ do not have 
much ‘ownership,’ they are likely to 
think of the enterprise as ‘their’ com- 
pany, and to feel that the gains that 
are made really belong to them — not 
all of the gains, of course, but a goodly 
share of them, and much more than is 
reflected in their salaries.” 

There is fundamental fallacy in such 
rationalization. Stockholders, no matter 
how passive, do far more than merely 
‘endorse their dividend checks.’ Through 
personal and family self-discipline, they 
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sacrifice immediate gratifications in or- 
der to save a portion of their income 
as seed corn for the economy. In addi- 
tion to requiring rewards for what 
theoreticians describe as “the pains of 
abstinence,” the providers of venture 
capital are entitled to an honest run for 
their money as a reward for the risks. 

Dean Griswold, in his conclusion, 
does not wish to outlaw stock options 
but asks that the vogue be subjected to 
more objective and fairer ground rules. 
He says: “My objective is not to de- 
nounce stock options generally, but to 
raise questions about them, to suggest 
that perhaps they have come close to 
getting out of hand, to urge that the 
whole area be thoughtfully and_ thor- 
oughly reconsidered by persons respon- 
sible for corporate management 
control.” 


and 


Conserve the Human Resources 


With this new search for modes of 
rewarding productive excutives, despite 
the de-incentives of the tax system, it 
is puerile to add to the shortage of 
topflight executive talent through rigid 
and automatic arbitrary retirement 
rules. In many companies the arbitrary 
“out at 65” rule entails bonehead eco- 
nomic planning. 

Obviously, there is premature senility 
in some, frequently long before the 65 
deadline. Something more than chrono- 
logical age is involved in exceutive de- 
terioration. In view of the heavy stake 
of investors in management, more ob- 
jective research should be done in this 
important personnel area. 


Dun’s Review recently referred to the 
problem as “premature aging.” One 
specialist on aging concludes: “The 
symptoms of old age are not necessarily 
the result of advancing years. Many 
such symptoms simply coincide with old 
age. While hardening of the arteries is 
cited as one familiar threat to the senior 
executive, a second threat, improbably 
enough, is nothing more mysterious 
than physical strain from continuous 
abuse of the body through heavy drink- 
ing, lack of sleep or overwork.” 

kn light of the heavy corporate invest- 
ment in top manpower, there should be 
a new approach to conservation of this 
most There 


important resource. was 
wisdom in the ancient Hellene’s sense of 
proportion — their motto of “nothing 


too much.” 

Thus, instead of apologizing for inter- 
ludes of relaxation and fun at business 
conventions, these counterpoints to con- 
centrated work should be deemed indis- 
pensable to good planning. Thus it was 
sheer immaturity to criticize President 
Eisenhower, while he occupied the 
world’s toughest job after two major 
illnesses, because he showed the sense 
to relax on the golf course. In public and 
private life, those bearing the burden 
of making crucial decisions should be 
encouraged to take frequent vacations. 
And there should be greater attention 
during work weeks to interludes of ex- 
ercise, napping, and sound habits of nu- 
trition and rest. We should clamp down 
on the spectacular waste incidental to 
premature retirement of talented men in 
their highly productive years. 
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Class in Capitalism 


An American history teacher at a 
Tampa, Fla., high school has come up 
with a new approach to teaching stu- 
dents an understanding and apprecia- 
tion of the capitalistic system. He made 
them all capitalists. 

The 70 students in the class of Frank 
A. Laundy, Jr. formed an investment 
syndicate, studied the stock market and 
jointly put up $38 to buy one share of 
Tampa Electric stock. The new owners 
of capital then began to take an interest 
in their company. A delegation of three 
students went to the annual stockholder’s 
meeting to see how their company was 
doing. 

They learned that corporate profits 
can be affected by other than rising op- 
erating costs, by such things as hurri- 
cane damage. They also found out that 
20 per cent of their company’s gross 
earnings were taxed away by the local, 
state and Federal governments. The 
young stockholders met the president of 
the company and were introduced to 
other stockholders at the meeting. They 
were then given a tour of the facilities 
and information on operations. 

The Tampa Tribune editorially 
praised Mr. Laundy’s resourcefulness 
and initiative and recommended that the 
experiment be conducted at _ other 
schools. It gives the students, the edi- 
torial said, “a clearer picture of how the 
American system operates; it helps to 
remove the old image of the great, 
greedy corporation exploiting the wi- 
dows, orphans and workingmen for the 
profit of a few Wall Street jillionaires.” 








STUDENT STOCKHOLDERS 


Three students from Chamberlain High School in Tampa, Fla., attend the annual stock. 

holders’ meeting of Tampa Electric Company. They represent the one share of stock owned by 

their class of 70 American history students. The students pictured above are, from the 
left, Jack Story, Jewel Smith and Bill Monty. 





Common Trust Fund — to 
Split or Not to Split? 


If specialized Common Trust Funds 
will aid in rendering a better service to 
the tryst customer by overcoming the 
inflexibility of a diversified fund while 
maintaining most of its advantages, then 
trust companies should give this possi- 
bility serious consideration. This is the 
view of Edward A. Weed, Tax Officer, 
Boston Safe Deposit and Trust Com- 
pany, as he urges consideration of split- 
ting common trust funds in the May 
issue of The Trust Bulletin. (Also see 
T&E 4/57 p. 352 entitled “Multiple Com- 
mon Trust Funds,” and T&E 4/59 p. 371 
entitled “Dual Common Trust Funds.” ) 

Mr. Weed points out that one of the 
possible solutions to the inflexibility of 
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the diversified fund is to split it and 
enable emphasis on fixed income securi- 
ties or equities, whichever is desirable, 
at the same time continuing a normal 
ratio for the majority of accounts. 

The advantages of splitting existing 
funds include the following: 1) a con- 
sistant handling of all accounts which is 
not available under the regular Com- 
mon Trust Fund; 2) full participation 
of small and medium-sized accounts 
that formerly were only partially in- 
vested; 3) an increase in the usefulness 
of funds by allowing larger accounts to 
participate; 4) less of a burden with 
built-in capital gains which a new parti- 
cipant in diversified funds is likely to 
find; 5) state and federal income tax 
advantages in state where Common 
trust funds are taxed as an entity and 
there is no provision for taxing of gains 
realized by participating trusts; 6) a 
more attractive investment picture to 
customers and co-trustees through a feel- 
ing of having some say in the over-all 
investment policy. 

Increased costs and complexity of 
operation are listed as the principal ob- 
jections to specialized funds. Other dis- 
advantages include: necessity to adjust 
bond-stock ratio for individual accounts 
where this was previously done auto- 
matically; more pronounced market 
fluctuations would be shown in_ the 
equity fund; pressure may come from 
co-trustees and beneficiaries to vary in- 
vestment ratios; pressure to overempha- 
size equity fund; special problems aris- 
ing from a declining bond or stock mar- 
ket. 

In discussing the procedure for split- 
ting diversified funds, Mr. Weed states 
that it is not unduly complicated or 
costly. The secret, he says, is planning. 
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1 2 3 4 5 6 7 8 9 10 
PORTFOLIO PRINCIPAL PERFORMANCE INCOME 
as, dieatilial aaiiiie an ee POLICY Base (100): Bid Price 6/30/50 a 
selection and interpreation of k Caen Dividend % on 
data see July 1959 issue, p. 690. % common stocks, aver. month-end 
lower grade bonds & / 7/31/61 fferi : 
ferred stocks ete Bid & Bid hance Ecos 
- Pre-War 7/31/61 Com, cally Lest Sr. 
Recent 5-Yr. range | 12/30/39 Low High Distr. 12 Mos. Avg. 
BALANCED FUNDS 72.3 95.6 220.1 | 216.7 171.5 | 3.18 3.30 
2 | American Business Shares 62.5 62.5 48.6 724 97.5 169.1 | 167.8 1204 | 314 346 1 
i 2 Axe-Houghton Fund “A” 70.2 70.2 49.4 63.1 96.3 215.3 211.4 140.0 3.45 2.85 2 
3 Axe-Houghton Fund “B” ee 75.38 . 75.6 67.7 55.5 95.9 2388.2 233.4 183.0 2.53 2.88 3 
ck- 4 Boston Fund 63.2 72.2 54.1 69.4 95.5 237.4 234.6 182.3 2.82 2.90 4 
by 5 Commonwealth Investment Co. 63.0 74.3 59.7 57.6 84.0 221.4 218.8 179.9 2.79 2.99 5 
he 6 Diversified Investment Fund, Inc, |_| _ 68.5 73.1. 63.7 — 88.0 224.8 | 221.3 173.0 3.47 3.80 6 
7 Eaton & Howard Balanced Fund 67.0 70.9 59.9 67.0 96.3 218.7 218.2 184.9 237 296 7 
= 8 Fully Administered Fund (Group Securities) | 77.1 78.9 68.3 87.0 96.4 176.6 | 175.1 143.2 3.70 383 8 
9 General Investors Trust —.. 639 80.7 55.4 91.7 97.2 213.6 203.7 142.5 3.63 3.81 9 
nd 10 Investors Mutual NA NA NA — 963 211.0 209.2 187.8 3.138 3.42 10 
Iri- 11 Johnston Mutual Fund __.... 76.0 79.9 56.4 a 96.6 285.9 277.0 2380.1 2.02 2.76 11 
le, 12 Massachusetts Life Fund __..... 65.4 69.2 58.0 — 97.2 196.7 195.2 175.2 3.04 3.11 12 
| 13 National Securities—Income series —...___. 84.0 91.8 82.7 — 96.8 188.3 184.7 144.2 4.50 4.73 18 
- 14 Nation-Wide Securities 63.1 63.1 54.4 82.3 97.2 201.1 | 200.4 162.3 | 3.20 3.45 14 
15 George Putnam Fund 77.1 Ti G62 83.5 97.5 268.1 263.38 212.9 2.55 2.93 15 
ing 16 Scudder Stevens & Clark Balanced Fund _.. = 70.2 70.4 58.7 74.66 97.8 198.3 196.6 156.8 2.97 3.09 16 
on- 17 Shareholders Trust of Boston — 65.7 72.9 49.0 — 96.3 2312 228.1 167.7 3.54 3.66 17 
s 18 Stein Roe & Farnham Balanced Fund —..__. 68.8 68.8 51.6 — 968 271.9 265.4 210.4 2.81 2.79 18 
19 Wellington Fund ___. 66.5 68.0 57.8 70.9 97.3 219.5 217.1 1729 2.96 3.10 19 
ym 20 Whitehall Fund 57.2 58.0 50.4 — 95.8 214.9 212.5 161.1 3.43 3.52 20 
ion 
ints FLEXIBLE FUNDS 73.3 95.8 272.4 267.0 208.8 2.65 3.02 
in- 21 Broad Street Investing Corp. 919. 919 177.8 65.1 93.7 307.1 302.7 250.2 3.12 3.41 21 
less 22 Delaware Fund -_.... 93.7 94.3 84.3 69.3 95.3 267.9 261.6 184.9 2.38 2.78 22 
te 23 Dreyfus Fund 86.8 99.9 52.7 — 96.6 465.5 450.4 380.5 1.84 2.00 23 
. %4 Fidelity Fund 94.1 96.4 80.2 — 95.4 330.3 | 323.8 262.2 2.38 2.97 24 
vith 25 Institutional Foundation Fund 77.3 88.5 175.5 — 95.5 258.1 257.0 193.3 3.29 3.77 25 
irti- 26 Knickerbocker Fund ...... 95.1 95.5 63.0 101.0 96.4 197.7 193.0 131.0 3.04 3.384 26 
to 27 Loomis-Sayles Mutual Fund 75.4 75.4 49.5 60.5 96.6 208.1 205.2 150.5 2.83 3.06 27 
tax 28 Mutual Investment Fund 90.1 90.1 55.8 84.6 95.7 192.6 190.2 144.1 2.78 2.95 28 
29 New England Fund ae 59.0 66.8 53.2 78.4 97.2 192.6 190.8 143.1 3.07 3.44 39 
non | 30 Selected American Shares 97.8 97.8 81.1 74.0 94.3 273.1 | 269.6 186.3 2.33 2.85 30 
and 31 Sovereign Investors _. 965 96.7 913 98.3 98.2 298.7 287.8 258.5 3.25 3.638 31 
zins 32 State Street Investment Corp. 88.9 93.9 81.2 56.8 95.3 243.3 239.5 156.6 2.20 2.41 32 
is 33 Wall Street Investing Corp. bay 82.0 88.2 80.6 — $614 S643 297.7 270.9 2.43 2.84 33 
i 34 Wisconsin Fund, Inc. —. 97.4 98.2 17.4 54.8 95.4 274.0 269.3 211.6 2.20 2.86 34 
<" COMMON STOCK FUNDS 65.3 94.7 345.1 | 339.2 2701 | 2.41 2.71 
sii 35 Affiliated Fund* 7 90.3 90.3 84.5 61.4 93.6 269.2 266.5 199.3 2.85 3.19 35 
36 Bullock Fund ee ane 86.6 88.5 76.7 68.0 94.6 300.9 297.7 220.3 2.61 2.77 36 
a: 9 teint See ‘ 90.2 91.0 81.6 73.5 93.6 271.5 | 270.9 218.5 2.62 2.95 87 
ob- 38 Eaton & Howard Stock Fund _........... dnetobages 90.2 90.2 78.3 62.2 95.2 354.3 349.9 309.5 2.22 2.386 38 
dis- } 39 Fundamental Investors —. 98.4 99.2 96.7 54.5 94.4 332.9 324.6 270.5 2.19 256 39 
: 40 Group Securities—Common Stock 99.0 99.1 90.4 — 95.1 261.4 258.9 204.2 3.76 4.23 40 
|just 41 Incorporated Investors _. 93.0 96.3 82.4 59.8 96.6 328.8 318.9 220.4 1.97 221 41 
unts 42 Investment Company of America 87.9 95.5 174.5 64.1 94.1 336.5 332.9 229.1 2.28 2.42 42 
uto- | 4 Keystone Growth Common (S-3) _....... —- NA NA NA 71.7 97.4 378.9 | 371.0 252.6 1.82 2.10 43 
his 44 Massachusetts Investors Growth Stock Fund _. 90.0 99.7 90.0 69.6 94.7 472.3 460.6 396.8 1.87 1.63 44 
45 Massachusetts Investers Trust 98.7 99.7 97.3 76.6 95.3 358.0 352.8 319.2 2.71 3.04 45 
the 46 National Investors __ 98.5 99.6 96.4 57.6 92.7 443.1 426.7 342.0 1.51 1.98 46 
from 47 National Securities—Stock Series = 98.4 98.9 93.9 — 93.6 248.9 244.9 183.3 3.93 4.381 47 
y in- 48 T. Rowe Price Growth Stock Fund 83.7 87.8 72.1 — 946 514.3 508.3 425.5 1.66 1.93 48 
oho T 49 Scudder Stevens & Clark Common Stock Fund. 97.4 98.5 91.6 — 94.5 335.7 331.4 274.3 2.88 2.51 49 
ee _ 50 United Income Fund 95.5 95.5 89.3 — 95.4 315.3 311.8 256.4 2.76 3.22 50 
mar } 500 STOCK INDEX (Standard and Poor’s)® a ae 70.7 94.3 380.9 | 3774 — —_ 
; CONSUMERS PRICE INDEX (B.LS.)9 — — — 58.5 100.0 125.3 — — — -= 
split: : =——. 
tates | 





_ &8—Adjusted to June 30, 1950 base; *—Leverage operated until 2nd quarter 1950; Italics indicate ex-div. or high or low price reached during current month. 
d OF} NA—Not available. 
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Mutual Trade Group 
Will Change Setup 


The National Association of Invest- 
ment Companies is planning a reorgan- 
ized setup to become effective on Octo- 
ber 1 which will facilitate its operation 
and bring into its membership the un- 
derwriters and investment advisers of 
the open-end investment companies. 
Heretofore only the investment company 
entity, itself, was represented in the as- 
sociation and while, in a great number 
of instances, the underwriter, adviser 
and fund were all three de facto under 
similar management, problems at times 
arose peculiar to one of the divisions, 
which did not receive adequate atten- 
tion. Additional operational difficulties 
might be encountered where manage- 
ment fee problems would be of no con- 
cern to certain funds because their in- 
vestment supervision was undertaken en- 
tirely by their own staffs. In certain 
other instances, matters peculiar to under- 
writers, where unaffiliated, would be of 
minor interest to the funds which they 
sold. The mutuals sponsored by invest- 
ment counsel with no sales load similarly 
are disinterested in certain of the associ- 
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ation’s activities related to the distribu- 
tion end of the business. The closed-end 
companies lack many problems in com- 
mon with the mutuals. 

Plans for the reorganization had been 
discussed for several years, but it is 
probable that the increased interest of 
the S.E.C. in the various problems of 
the industry hastened a more realistic 
representation in the trade body of the 
mutual funds’ de jure tri-partite com- 
position. Recognition was given at the 
same time to the dissatisfaction of the 
closed-end companies with their alleged- 
ly neglected status in the body. Although 
it is probable that they will affiliate with 
the changed setup as associate members, 
they will form their own separate organ- 
ization. 


Under the plan, which was submitted 
to the members for approval, the 
N.A.I.C. would be renamed the Invest- 
ment Company Institute. The admini- 
strative structure of the association will 
generally remain unchanged, with a 21- 
member Board of Governors. However, 
the activities of each of the three divi- 
sions will be directed by a divisional 
committee. The chairman of each such 
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committee will be a member of the 
Board of Governors and appointed by 


the Board. 


Funds Continue Stepped-Up 
Buying of Previous Quarter 


Investment companies continued pur- 
chasing common stocks during the sec- 
ond quarter of the year at even a slight- 
ly increased pace over that of the pre- 
vious three month period, when it was 
noted that buying picked up consider- 
ably. According to the regular quarter- 
ly survey of the portfolio activities 
of 100 closed and open-end companies 
published regularly by this writer in 
Barron’s, the small lift in buying volume 
was concentrated primarily in the com- 
mon stock category. Selling was down 
somewhat in the closed-end group, just 
about balancing off purchase transac- 
tions. Buying tended to be less concen- 
trated in individual portfolios resulting 
in an increase of ten funds acquiring 
stocks on balance. The score for the 100 
funds was 53 buying on balance, 26 
selling and the remaining 21 about eve- 
ning out portfolio transactions. Except 
in isolated instances, there was concom- 
itantly, as expected, no increased urge 
to increase defensive positions. 

The electronic issues continued to 
hold the number one spot among man- 
agement purchases as in the March quar- 
ter. Chemicals, however, displaced the 
oils as second choice, selling increasing 
noticeably in the latter group which, 
however, laid claim to third position. 
Electric utilities were still high in favor 
although management enthusiasm was 
somewhat cooler, Westinghouse contin- 
ued to be sold, but transactions were 
divided in General Electric. Coppers 
were still very much in demand among 
the non-ferrous metals while opinion 
was divided on the aluminums. Interest 
increased in Ford and General Motors 
with almost three dozen combined pur- 
chases, double those of the preceding 
three months. The publishing stocks also 
received increased attention, purchase 
transactions tripling sales. Merchandis- 
ing shares, machinery issues, steels and 
rails were also bought on balance. Opin- 
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jon was divided on the drugs, foods and 
building issues. Buyers had the slight 
advantage in the aircraft and missile 
divisions. 

Of special interest was increased pur- 
chasing in banking equities with 40 pur- 
chase transactions offset by only seven 
sales. The rundown of the most popular 
issues: (5) Chase Manhattan, (4) First 
National City, N. Y., (3) National City 
of Cleveland, (2) Union Bank, L. A. 

The following include purchases by 
at least one half dozen managements: 
(21) Ford; (20) duPont; (14) Amer- 
ican Tel. and Tel.; (13) Gulf Oil; (12) 
General Motors; (10) Polaroid, Stan- 
dard Oil (New Jersey); (9) Arkansas- 
Louisiana Gas, Southern Railway; (8) 
General Precision Equipment, Kenne- 
cott, Phillips Petroleum, Standard Oil 
of California: (7) American Metal 
Climax. Anaconda, Armour, Phelps 
Dodge, Texaco; (6) American Air 
Lines, Arizona Public Service, Caterpil- 
lar Tractor, Dow Chemical. General Tire 
and Rubber, Halliburton Co., Interna- 
tional Nickel, Monsanto Chemical, Rex- 
all Drug and Chemical, Union Carbide, 
United Aircraft and U. S. Steel. 


Sales by six or more managements 
were: (12) Royal Dutch Petroleum; 
(9) Corn Products; (8) Philips Lamp 
Works; (7) American Machine and 
Foundry, Atlantic Refining, Radio 
Corp.; (6) American Tobacco, General 
Public Utilities, Goodyear, North Amer- 
ican Aviation, Parke Davis and Co. and 
Westinghouse Electric. 


Nuveen Offers Second 
Tax-Exempt Bond Fund 


John Nuveen and Co. is offering to 
the public units in its sponsored $10 
million Nuveen Tax-Exempt Bond Fund, 
Series 1, the second trust of this type 
to come to market. The organizational 
structure and administrative features 
closely parallel those of the pioneer in 
the field, Municipal Investment Trust 
Fund A, sponsored by Ira Haupt & Co. 
in late April and described at length in 
the May column (p. 455). As in the 
case of the Haupt trust, a special ruling 
was obtained from the Commissioner 
stating that interest income to the Fund 
and certificate holders be exempt from 
all federal income tax under existing 
law. The trustee of the Nuveen Fund is 
the United States Trust Co. of New 
York which receives for ordinary ad- 
ministrative services a fee at the rate 
of 13/100ths of 1% per annum on the 
first $5 million of assets and 7/100ths of 
1% on amounts in excess of this. The 
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Morgan Guaranty Trust fee schedule on 
the Haupt trust is 2/10ths of 1% on the 
first $5 million and 1/10th of 1% there- 
after. 


Another difference between the two 
funds is that the commission cost to the 
public of the newer Nuveen trust is 
414% of offering price with 214% al- 
located to dealers whereas the Haupt 
charge is 4% with 114% going to the 
dealer. Nuveen is the sole underwriter 
of the fund, in contrast to the seven 
additional firms which shared this func- 
tion with Haupt. In the case of the 
Nuveen Fund, the portfolio is more con- 
centrated, numbering 27 issues as com- 
pared with Haupt’s approximate 50, al- 
though in each instance the largest ten 
holdings account for half the value of 
the portfolio. The Nuveen firm assumed 
sole discretion for selection of the port- 
folio; the Haupt firm had the advice of 
the other underwriters and a final over- 
seeing by Standard and Poor’s. But 
both funds come out much the same in 
their portfolio product with reasonable- 
ness of security costs, diversification by 
purpose and location and quality of is- 
sues at least equal to Standard and 
Poor’s “BBB” rating. Approximate cur- 
rent return at date of deposit after al- 
lowance for trustee fees was a shade over 


4% for both funds. 


The largest ten holdings of the Nu- 
veen Fund follow: 


Principal 
Amount 
$1000 


500 Cal. State Construction bonds — 
Construction Program Bond Act of 
1958 Series E — 4% (1982) 

Cal. Toll Bridge Authority, San 
Pedro-Terminal Island Toll Bridge 
Revenue Bonds — 4%% (2000) 
Oceanside Small Craft Harbor Dis- 
trict, Cal., Small Craft Revenue 
Bonds, 1961 — 3%% (1995-6) 
Dade County Port Authority, Fla., 
Special Revenue Bonds — 4%% 
(1991) 

City of Key West, Fla., Electric 
Revenue Bonds, Series 1960 — 
4.10% (1990) 

Oskaloosa County Gas _ District, 
Fla., Natural Gas Improvement 
Bonds, Series B — 54% % (1984) 
Ill. State Toll Highway Commis- 
sion, Northern Ill. Toll Highway 
Revenue Bonds, Series of 1955 — 
33%.% (1995) 

Turnpike Authority of Ky. West- 
ern Ky. Toll Road Revenue Bonds 
— 4.85% (2000) 

City of Owensboro, Ky. Electric 
Light and Power Revenue Bonds, 
Station No. 2 Series — 3.90% 
(1991) 

Mass. Parking Authority, Boston 
Common Garage Revenue Bonds, 
Series 1960 — 5%% (2000) 
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is a mutual investment fund of diversified 
common stocks selected for investment 
quality and income possibilities. See your 
investment dealer for free booklet- 
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YIELDS of YIELDS of PRICES, DIVIDENDS 
TAXABLE TREASURIES CORPORATE BONDS and YIELDS 
By Maturity Groups By Ratings 125 Industrial Stocks 
PRICES AND DIVIDENDS | 
YIELDS YIELDS YIELDS $ PER SHARE DENDS 
1.0 Yo 4 -FI1O% of 1.0% 220~ 
SCALE ON RIGHT ——————--, 20 
00000000 10 YEARS ecccccccecce Aa 
| 20, pS a — Lei ad 
———-— 3'/4s, oF 6/15/83-78 2.0 —----A aaa 180 
(5 oem see eee R aq 
4+ -25 + -25 YIELDS 160- 
y__——— SCALE ON LEFT 
| E30 + +30 140 
al — F35 120-4 
q : oe DIVIDENDS "] 
SCALE ON RIGHT ——————_—_— 
= = a ne 
“~_A: 
55 —+ -55 =| f-55 5- 
89 o56 | 1959 1960 1961 1958 1959 1960 1961 1959 | 1960 1961 “7 
LELELELLIL ELLE LE PEP BCC ee a eT WRC SO RCR RECEP E KERR ERA Ce RRP eR Meee 
—— End of Month —— Range of Period 
1961 1961 1960 1961 1951-60 - " 
iets pane it: titan ith Eew 1946-50 1941-45 1931-40 1919-1930 
1. U.S. Government Bond Yields 
3-Year Taxable Treas. _....._____ % 3.51 3.56 3.47 3.60-3.09 5.17-1.35 1.68-0.90 1.32-1.07 (a) (a) (a) 
6-Year Taxable Treas. —— % 3.80 3.80 3.65 3.80-3.27 5.10-1.75 1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. —........_... % 3.91 3.91 3.80 3.95-3.63 4.91-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 244s, 9/16/7247 —___.._______.. _~ % 3.87 3.92 3.77 3.95-3.63 4.68-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 2\%4s, 12/15/72-67 _...... sec, NO 3.85 3.88 8.72 3.90-3.60 4.59-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) 
3%s, 1983-78 lee N 3.85 3.95 3.75 3.95-3.70 4.44-2.59 (b) (b) (b) (b) 
38, 1995 _.... N 3.65 3.78 3.62 3.78-3.53 4.10-2.94 
2. Corporate Bond Yields 
Aaa Rated Long Term — % 4.45 4.37 4.35 4.45-4.21 4.61-2.65 2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term —_._..___ ~ % 4.55 4.49 4.50 4.55-4.32 4.78-2.70  2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Long Term ——._._____. % 4.77 4.71 4.71 4.77-4.55 4.95-2.87  3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term —..__ ee, 5.11 5.06 5.15 5.12-4.99 5.37-3.15 3.57-2.93 4.47-3.06 " 12.96-4.42 8.56-5.32 
3. Tax Exempt Bond Yields 
Aaa Rated Long Term _._...__.__. =o 3.33 3.37 3.28 3.57-3.12 3.65-1.28 1.98-0.90 1.84-0.93 2.81-1.56(d) (d) 
Aa Rated Long Term _._..___»_»_>_E— % 3.48 3.52 3.50 3.55-3.33 3.81-1.37 2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term ————..__.. % 3.68 3.71 3.82 3.72-3.55 4.06-1.72  2.64-1.28 2.49-1.49 3.29-2.11(d) (d) 
Baa Rated Long Term _....__Esis‘ % 3.93 3.94 4.25 4.16-3.93 4.51-1.98 3.05-1.57 2.94-1.80 3.71-2.60(d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
A ee ae Me 4.5 4.60 4.63 4.67-4.58 4.85-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade -......______ % 4 4.81 5.25 4.89-4.79 5.60-4.45 5.08-4.14 5.04-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
Hiok Grade WW  % 4.36 4.39 4.44 4.43-4.36 4.67-3.45 3.92-3.27 (e) (e) (e) (e) 
Medium Grade _... _........-.-- % 4.68 4.71 4.74 4.75-4.64 5.16-3.80 4.20-3.52(e) (e) (e) (e) 
Utilities—Low Dividend Series 
ite Grace .. % 4.74 4.75 4.80 4.82-4.66 5.12-3.77  4.24-3.40(e) (e) (e) (e) 
Medium Grade __.._....-_.. = eae Oe 4.90 4.87 5.06 5.05-4.86 5.34-4.17 4.65-3.69 (e) -(e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) —....— i $200.64 193.90 173.55 200.64-186.00 196.07-66.75 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g) — = 6.02 6.01 6.05 6.03-6.01 6.01-4.13  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (f) 
125 Industrials—Yields —.....__._ Wi 3.00 3.10 3.49 3.23-3.00 6.79-2.96 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19(f* 
4a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. ° (f)—125 Industrials Averages date from Jan. 1, 1929. 


(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 
(c) —U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 
(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


{e)—Low Dividend Preferred’ Yield Averages 


Jan. 2, 1946. 


in this series date from 


(g)—Dollars per share. 


Note: To facilitate comparisons between the three charts above, all yields ci 
have been placed on the same inverted arithmetic scale which appear 


; on the left side of each chart. 
*Revised. Medium grade, high dividend series preferred stock yields for Oct., 5.14; Sept., 5.16. 
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EcoNOoMY ON THE MEND 


With the midpoint of the third quar- 
ter at hand, business recovery is mov- 
ing along comfortably, even if some- 
what unevenly. The pace of industrial 
production is nearly back to its pre-re- 
cession peak (June FRB Production In- 
dex at 110 vs. 111 in January 1960) in 
considerable degree due to cessation of 
inventory liquidation and perhaps even 
some restocking here and there. A real 
buildup in this area could furnish a 
marked fillip to orders in hand and in- 
dustrial production rates, even if at the 
expense of future quarters. However, 
the knowledge that capacity is generally 
ample to care promptly for current needs 
militates against undue pressure to make 
forward commitments. 

Easing in prices of certain commodi- 
ties has been interpreted by some as a 
sign of hesitation in the recovery cycle 
but this need not necessarily be indica- 
tive unless actual pressure develops. The 
more rapid rate of rise in the early 
months of this year could not be expect- 
ed to continue unbroken during the nor- 
mal summer lull, in any event, and ma- 
jority opinion holds that the overall 
chart of the patient is a good augury 
for steady progress unless affected over- 
night by international developments. 

The bright spot in the picture is per- 
sonal income with a gain of some 214% 
over last year but this has not yet been 
translated into increased retail sales, al- 
though service expenditures have prob- 
ably risen. The reported ratio of retail 
sales to income (about 60%) is slightly 
below normal with the main lag ascrib- 
able to consumer durables. New instal- 
ment credit commitments have also eased 
and repayments on outstandings upped, 
with a net decline in total volume of con- 


| sumer debt. This public buying power 


will apparently not be automatically 


_ translated into sales except by a com- 


bination of attractive goods at fair 
prices and a consumer psychology re- 


) flecting confidence in steady employ- 


ment. 


Recent surveys by the University 
of Michigan Research Center reflect 
marked unease about employment 
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among those interviewed which affects 
particularly buying decisions on _ big- 
ticket items. The cross section of 1,300 
adults interviewed voiced “cautious op- 
timism” for coming months on _ the 
ground that government has taken meas- 
ures to ease the recession but the direc- 
tors of the survey sum up their findings 
by saying that “increasing consumer 
purchases will hardly pave the way for a 
vigorous and enduring upturn of our 
economy unless concern about unem- 
ployment can be dissipated.” 

Similar attitudes were reported in 
studies compiled by the National Indus- 
trial Conference Board and published in 
Newsweek (July 31st), projecting de- 
clining demand over the next six months 
for ranges, refrigerators and washing 
machines but with optimistic intentions 
re air conditioners and freezers. Plans 
for new cars were 2% below May and 
6% off from June 1960. 

Manufacturers’ new orders are on the 
cheerful side, having advanced four 
months in a row through May, while un- 
filled orders are also on the rise. Ac- 
cording to the Cleveland Trust Co.’s 
Bulletin for July, nearly half of the new 
order total falls into the durables sec- 
tion, which embraces steel, machinery, 
metal fabricating, automotive, aircraft, 
rail equipment, building materials and 
furniture. The turning points in these 
durables usually precede those of gen- 
eral business activity. 

Confirming testimony likewise comes 
from a survey by the National Industrial 
Conference Board of 220 manufacturing 
firms, with 80% of these expecting bet- 
ter business billings in second half of 
1961 than last year’s like period. The 
irony, however, is that only slightly less 
than half of the reporting executives 
foresee higher pre-tax profits this year 
as compared with 1960. About one-third 
look for lower earnings and 21% expect 
a stand-off with 1960. 

Thus far capital spending for plant 
and equipment has been neither a disap- 
pointment nor a boon to recovery, hav- 
ing run a shade behind 1960's $35.7 bil- 
lion rate. In the Conference Board’s 
study just referred to, 42% of the re- 


spondents expected to top their 1960 
outlays, 24% will approximate them and 
the remaining 34% will fall below last 
year. The proposed tax-incentive legisla- 
tion, now a dead issue, was apparently 
a factor in management decisions only in 
isolated instances. A slight upturn in 
the third and fourth quarters is expected 
to bring the full year total to the $34- 
$35 billion range. 

Lower corporate profits have contin- 
ued to plague industry in the first half, 
with some exceptions in armaments, 
tobaccos, oils, utilities and a few others, 
although dividends have been well main- 
tained on the whole. Management is 
awaiting with interest the outcome of 
contract renewal negotiations in the 
motor industry as a guide to the mood 
of big labor. With clear evidence that 
foreign competition in many lines is an 
actuality rather than a_ possibility, 
labor’s statesmanship will be very much 
in the spotlight. 

Hopes for a pickup in housing activ- 
ity are based largely upon the stimulus 
of the new comprehensive housing pro- 
gram which, in its unparallelled open- 
handedness, makes it possible for nearly 
anyone to obligate himself for a 35-40 
year mortgage with a miniscule down 
payment and, in some cases, none at all. 
Real estate specialists have grave men- 
tal reservations on the soundness of these 
provisions which, it seems certain, will 
ensnare a large number of sub-standard 
buyers ill-equipped to assume definite 
commitments. In any event, the mortga- 
gor will have paid a tremendous pre- 
mium over that period for his home 
which will almost certainly have re- 
quired, long before then, extensive re- 
pairs and renewals. 

The windup of the 1961 fiscal year 
brought a disappointing $3.9 billion 
budget deficit and this year may even 
see something in the $8-$10 billion 
range, given the need for defense spend- 
ing to meet the Berlin crisis or other 
localized disturbances. Although Presi- 
dent Kennedy spoke confidently of the 
economy’s ability to meet these strains 
without new taxes at this time, while 
holding current price levels, it seems 
highly debatable that deficit spending of 
such proportions can fail to find reflec- 
tion in living costs. Nor will this pros- 
pect be overlooked by foreign holders 
of dollar claims, some of whom may be 
tempted to seek in London the benefit 
of the 7% bank rate recently inaugur- 
ated there under the austerity regime. 

In this connection, lessened pressure 
against the dollar due to rising exports 
and better balance in international short 
term money rates has until now contrib- 
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uted to a more confident attitude both 
here and abroad. The midyear outlook 
is for loss of only some $300 million 
gold this year as contrasted with $1.5 
billion in 1960 but, if drastic action is 
forced upon us by events overseas, the 
situation might be adversely affected by 
resultant stepped-up expenditures. 

The President has asked for whole- 
hearted support of expanded defense 
outlays and step-ups in manpower but 
he has so far failed to indicate any in- 
tention of modifying or abandoning the 
Administration blueprint for multi-bil- 
lion dollar domestic programs. Even if 
Berlin hostilities are avoided, the world- 
wide struggle of the Free World against 
Communism must continue. Although 
willing to face personal sacrifices and, 
inevitably, higher taxes in due course, 
American citizens will seek assurances 
that their money is not being spent for 
marginal or unessential ends when the 
prime goal should be national security 
buttressed by a sound economy. Facing 
the grim necessity of providing more 
guns, it would indeed be rash leadership 
which would hold out the hope for an 
undiminished supply of butter. 


DIVERGENT VIEWS ON GoLp ROLE 


The function of gold as a currency 
base and in settlement of international 
balances is little understood by the lay- 
man and even by many bankers not di- 
rectly concerned with world trade but 
the provocative title of an article—“The 
West Is Risking a Credit Collapse”—in 
the July issue of Fortune by the eminent 
French economist Jacques Rueff no 
doubt startled a large number of read- 
ers. 

The behind-scenes decision makers in 
the world’s leading central banks are 
men of mystery and only in times of 
crisis, as a rule, do their names appear 
in headlines. The announcement of 
changes in interest rates or other finan- 
cial edicts tells nothing of the years of 
study in techniques, plus an instinctive 
feel for the imponderables of each sit- 
uation, which go into the decisions 
which so vitally affect international 
money markets and movements of funds. 

In essentials, Mr. Reuff’s thesis is that 
the strength of the dollar as a medium 
of exchange in recent years in connec- 
tion with the gold exchange standard, 
instead of the conventional settlement of 
international deficits by actual shipment 
of the precious metal, has led to an un- 
due accumulation of short-term dollar 
credits by foreign holders in the United 
States. While the present ratio of gold 
held here against these credits and the 
25% statutory reserve against circula- 





tion is ample, if events should trigger g 
world-wide demand for gold, our posi. 
tion could be quite vulnerable. Mr. 
Rueff contends that by having for some 
years by-passed the discipline of settle. 
ment of trade balances in gold, the 
United States and the countries depen. 
dent upon the dollar have weakened 
their ability to surmount a crisis. 


When Mr. Reuff speaks of the possi. 
bility of another 1929, those who recall 
those times recoil at the dire prospect, 
What is the solution? Get rid of the gold 
exchange standard, in his opinion, either 
“in panic or cool deliberation.” 

A disturbing analysis from such a dis. 
tinguished observer has naturally evoked 
much comment from authorities and it is 
comforting that at least one of them, 
Dr. Roy E. Reierson, senior vice presi- 
dent and chief economist, Bankers Trust 
Co., New York City, is of the opinion 
that Mr. Rueff’s conclusions are over- 
drawn, even though some of his points 
deserve careful consideration. Dr. Reier- 
son agrees that this country may have 
been easy-going in allowing the rise of 
short-term balances held by foreigners 
but this rise in large part is in response 
to growing volume of trade for which 
dollars have been, and still are, a work- 
ing currency base. Also, much of the 
approximately $10 billion balances of 
foreign central banks may be considered 
in the working, rather than the reserve, 
category. 


Additionally, there seems no reason to 
believe that this situation has had any 
influence upon the Federal Reserve's 
policy, inasmuch as our gold stock post- 
war has exceeded the statutory mini- 
mum by a large margin. As to the risk 
of sudden withdrawals cited by Mr. 
Rueff, no credit structure based on frac: 
tional reserves can be 100% solvent at 
any moment; the solution lies in keep- 
ing a balanced condition which makes 
such a situation unlikely, “if not vir- 
tually impossible.” ; 


Dr. Reierson also goes on record in 
opposition to dollar devaluation through 
raising the price of gold, holding that 
this would be, in concert with other cur- 
rencies, a detriment to the economies of 
this country and its free world partners. 
He admits, nonetheless, in common with 
Mr. Rueff, the need for thorough discus- 
sion and study of international monetary 
arrangements but he “would prefer to 
continue present methods of settling defi- 
cits in balance of payments and trust 
that the governments of the key cur- 
rency countries will live up to their re- 
sponsibilities for redressing their inter- 
national accounts.” 
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OMMENTING LAST MONTH ON WHAT 

[ heard discussed at the Million 
Dollar Round Table’s annual meeting in 
June, | mentioned the importance of 
having a disability provision in the busi- 
ness buy and sell agreement. And, as 
supporting evidence, I quoted some sta- 
tistics on the risk of disability, com- 
pared with the risk of death. 

At age 30, I said the chance that a 
man will be disabled three months or 
longer is 2.7 times the risk that he'll die; 
at age 40, this risk is still 2.3 times as 
great; at 50, 1.8 times; and at 59, 1.6 
times. 

William Harmelin, a qualifying and 
life member of the Round Table who 
spoke on this subject at this year’s 
meeting, thinks the figures I used, while 
accurate enough, are not sufficiently 
specific to tell the story. 

“When you quote statistics for three 
or four ages,” he writes, “only an actu- 
ary can be expected to relate them and 
come up with what they actually mean. 
A simple statement that could be under- 
stood easily by any layman would have 
made a better illustration.” 

Then he suggests I might have said: 
“As you know, out of five people at age 
35, one and a half will die before reach- 
ing 65 — whereas more than three out 
of every five will become disabled dur- 
ing the same stretch of years.” 

I might have said it; and I'll admit it 
would have been more impressive; but 
until he told me, I didn’t realize that 
over the whole 30 most important years 
of a businessman’s life, there is more 
than twice the risk he will be disabled 
than there is he will die. I’ve said it 
now, and thanks for the assist. 

His letter also reminds me it isn’t 
enough to be sure there is a waiver of 
premium provision in business life in- 
surance policies — reinforced with in- 
come disability insurance — to give fi- 
nancial assistance when a part owner 
of a business is disabled. If serious 
trouble is to be avoided, there must be 
a well thought out, enforceable agree- 
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ment between all of the owners (whether 
partners or stockholders) that states ex- 
actly what will be done in the event of 
a lasting disability. 

In most instances, the only sensible 
thing to do, when an owner is disabled 
for a considerable length of time — say 
two to three years — is to buy him out. 
He might eventually recover, but the 
odds are long indeed that he won’t. Out 
of 100 people in their middle to later 
30s, if they’ve been disabled for as long 
as three years, only 15» will recover: 
and, starting 10 years later, fewer than 
10 will get well. 

In his Round Table talk, Harmelin 
mentioned seven points that should be 
covered in a buy and sell agreement 
that recognizes the disability hazard. 

1. Definition of disability. There 
should be more on this than a vague 
reference to “illness or accident.” A 
good test might be: if a man can collect 
under the terms of a standard, non- 
cancellable income disability policy. 
then he is disabled for buy-out agree- 
ment purposes. 

2. The amount of salary or other 
compensation to be paid, during dis- 
ability and before a buy-out. Too little 
will be unfair to the man who’s disabled. 
Too much can be ruinous to the active 
owners who must pay him, and still sup- 
port themselves. 

3. When a buy-out will be mandatory. 
A fairly average provision will read, 
“after disability has been continuous 
for two years.” One life insurance man 
tells me this is because many insurance 
policies limit income payments to two 
years, if the disability results from sick- 
ness (if from accident, lifetime coverage 
is widely available). He says one of 
his clients puts it this way: “We don’t 
want to take a risk an insurance com- 
pany won’t insure.” 

It has always been .my impression 
that business owners continually take 
risks “an insurance company won’t in- 
sure.” It makes sense, however, to avoid 
these long odds gambles whenever pos- 
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sible; and a mandatory buy-out after 
two to three years of disability would 
seem to be one practical hedge. 

4. Source of funds to effect buy-out. 
The most certain and usually least costly 
source of income to be paid before a 
buy-out is non-cancellable disability in- 
surance (available from many compa- 
nies, at prices in line with the benefits 
provided ). 

Where the money is to come from to 
pay for the stock or partnership inter- 
est of an owner depends on individual 
circumstances. Normally, some form of 
installment purchase arrangement has 
to be made. The important thing is that 
it be agreed to in advance — not after 
a disability occurs. One partner I heard 
quoted said: “If Joe and I can’t agree 
on a price and how it’s to be paid, 
while were both healthy and on the 
job, wouldn’t it be something if we 
tried to do it after one of us had been 
laid up for two years!” 

5. How buy-out is to be made. If an 
installment purchase is the solution, the 
agreement should spell out how many, 
of how much each; whether interest 
is to be charged on the unpaid balance; 
and any other details the owners and 
their lawyer can think of. 

6. Disposition of business life insur- 
ance policies on all owners’ lives, in the 
event of a disability buy-out. Here again, 
individual circumstances have to govern. 
As a matter of interest, however, Harm- 
elin outlined this provision, as set up 
in one of his cases: 


“Selling partner transfers to pur- 
chasing partner all right, title, and 
interest to all policies owned by sell- 
ing partner on life of purchasing 
partner which are subject to this 
agreement. Purchasing partner main- 
tains in force policies owned by him 
on selling partner until all promis- 
sory purchase notes are paid in full. 
Thereafter, purchasing partner deals 
with such policies as he wishes.” 


7. Provision for the contingency of 
death during the period a disability buy- 
out is being made. Quoting from the 


729 








same agreement between two of Harm- 
elin’s clients: 


“If selling partner dies before all 
notes are paid, purchasing partner re- 
ceives insurance proceeds and pays 
balance due to legal representatives 
of selling partner.” 


Obviously, this last provision assumes 
there will be insurance proceeds — and, 
whenever a sound planning job has been 


done, there probably will be. 


PRIVATE ANNUITY BUY-OUT 


NE OF THE MOST CHALLENGING AS- 
O signments undertaken by any es- 
tate planning team is the job of helping 
the man who has put his working time 
and most of his savings into a business 
he owns, and who now needs an ade- 
quate income on which to retire. I’m 
indebted to another member of the 
Round Table for the story of a man 
who faced this problem, and of how 
it was solved with a private annuity. 

George Raemaker, 70 and a widower, 
owned control of a profitable small busi- 
ness. His interest was valued at $180,- 
000 (cost basis $40,000), and his salary 
was $30,000. 

During World War II, his daughter 
and only child had married Henry 
Jameson, a captain in the Air Force. 
After his discharge in 1946, Jameson 
was taken into the family business. 

In 1950, using money he had saved 
and some his wife had inherited from 
her grandfather, the Jamesons jointly 
bought out the company’s one minority 
stockholder. A couple of years ago, sat- 





isfied that his son-in-law could take over 
full responsibility, Raemaker retired. 
He said he wanted “to see some of the 
people and places I’ve been reading 
about in Holiday and the Geographic — 
before I’m too old to remember what 
I read.” 

The stock of the corporation had paid 
no dividends, and following his wife’s 
death Raemaker had put nearly every- 
thing else he had (not a great deal) 
in trust for his daughter and her two 
children. “I want Henry and Elinor to 
have the business,” he said, “but I don’t 
want to give it to them, and I don’t want 
it in my estate. Also, | have to have an 
income. What do I do?” 

The solution (worked out by the life 
insurance man, his lawyer, and a trust 
officer) was both simple and effective. 
He entered into an agreement with the 
corporation to buy all of his stock for 
its current value — $180,000. Instead of 
cash, he accepted the corporation’s 
agreement to pay him $1,500 a month 
as long as he lived. 

The lawyer was satisfied this would 
be accepted as an arm’s length transac- 
tion, as the largest income a life insur- 
ance company would have sold him for 
the same $180,000 would have amounted 
to about $1,400 a month. And, if not 
absolutely painless, the tax results were 
favorable. 

His daughter and son-in-law became 
sole owners of the business. There was 
no gift tax to pay. His taxable estate 
was reduced by $180,000, bringing it 
well inside the $60,000 exemption. His 
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income is taxable as it would be if he 
had purchased a commercial annuity — 
making only about $300 of his $1,500 
a month subject to federal income tax, 
As he has no earned income, he js 
also collecting social security benefits. 

His stock was sold for $180,000, 
against a cost basis of $40,000. The dif. 
ference of $140,000 will be taxed as a 
capital gain, but only as he receives the 
money. As soon as the excluded portion 
of his annuity income (about $1,200 a 
month) equals $40,000. this will be 
treated as a profit and taxed until he 
has received a total of $140,000 — about 
10 years. 

Four years before Raemaker sold out, 
the corporation had insured Jameson for 
$50,000. Another $50,000 was pur. 
chased by the corporation, for its bene. 
fit, just prior to the stock deal. If Jame. 
son dies any time soon, chances are 
the business will be sold or liquidated, 
The life insurance man therefore recom- 
mended a minimum total of $150,000 
on his life; but Raemaker felt that 
$100,000, plus what the assets would 
bring, should give both his daughter and 
himself sufficient security. He said he 
was virtually positive the corporation 
could be sold as a going business, and 
at a good price. 


FROM THE MAIL BAG 
kK ENNETH L. BAzzLeE, MINNEAPOLIS, 


writes: 

“On page 565 of TRUSTS AND Es- 
TATES for June you state: If the owner 
dies, his beneficiaries wil get the 
total of whatever he’s advanced; the 
balance will go to Joe, who will use 
the money to buy the business from 
the heirs. 

“Am I to understand that the bene- 
ficiary of the life insurance contract 
to the degree, of the cash value is the 
personal beneficiary of the business 
owner? If so, would not the portion of 
the premium paid by the business be 
income to the business owner?” 

I was certainly guilty of over-simpli: 
fication. The owner’s heirs will get the 
total of whatever the business has ad- 
vanced, because this money will be paid 
back into the business and_ will help 
justify the price they will be paid by 
the employee. 

In practice, the whole transaction is 
an interest free loan, made by the busi 
ness to the employee, and 100 per cent 
secured by an absolute assignment 
the cash value of the policy on_ the 
owner's life. Under these circumstances, 


I believe most tax lawyers agree thet} 
could be no assumption of additiona} 
income to the owner — therefore np 


income tax liability. 
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PENSION and PROFIT SHARING DIGEST .. . 


HERE IS A GROWING TENDENCY TO 
_ amt automatic widows’ pen- 
sions in private retirement systems. 
This was to be expected since the em- 
ployee’s or pensioner’s widow is a “nat- 
ural object of his bounty,” and because 
social security legislation has set its seal 
of approval on this type of “automatic” 
benefit. 

Nevertheless doubts have been ex- 
pressed whether the grant of an auto- 
matic widow’s pension on death in serv- 
ice would make a pension plan non- 
qualifiable. This was because Sec. 1.401-1 
(b) (1) (i) of the Regulations, in review- 
ing what a pension plan is, and is not, 
states that: “A pension plan . . . may 
... provide for the payment of inciden- 
tal death benefits through insurance or 
otherwise.” The implication here is that 
a plan with “non-incidental” death bene- 
fits will fail to qualify for tax purposes. 
This raises the question: What is an “in- 
cidental” benefit in a pension plan? 

The Treasury has recently issued two 
rulings that bear directly on this ques- 
tion. Rev. Rul. 60-59 applies to post-re- 
tirement death benefits — though here 
we would have been inclined to say that 
the “incidental” rule did not apply since 
Sec. 1.401-1(a)2(i) allows a pension 
plan “to provide for the livelihood of 
the employees or their beneficiaries [our 
italics] after the retirement of such em- 
ployees.” On the other hand, the more 
recent Rev. Rul. 61-121 applies to in- 
service death benefits. 

Briefly, Rev. Rul. 60-59 permits the 
addition of a post-retirement benefit 
which adds 10% to the cost of a pen- 
sion plan already providing a ten-year- 
certain pension. A glance at the Treas- 
ury’s own figures in Mimeo 6641 shows 
that this means that a plan with a 15- 
year-certain pension is qualifiable. A 20- 
year-certain pension would not, it seems, 


_ qualify. [We here ignore the possibility 


that the writer of Rev. Rul. 60-59 did 
not appreciate that a term-certain pen- 
sion includes a post-retirement death 


benefit. ] 
The other ruling, Rev. Rul. 61-121, 
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explicitly recognizes the (in-service) 
death benefits of a “typical retirement 
contract” as being “incidental.” Under 
such a contract “the death benefits prior 
to retirement are equal to 100 times the 
anticipated monthly lifetime pension, or 
the accumulated reserve if greater.” The 
Ruling accordingly holds that in-service 
death benefits that “generally would not 
exceed those that would have been pay- 
able” under a retirement income con- 
tract are “incidental” and thus do not 
prevent qualification of the plan. 

The pension plan whose benefits were 
under review contained an unusual type 
of automatic widows’ benefit on death 
in service. As is usual in such plans the 
widow’s benefit was a pension continu- 
ing for life or until remarriage, and de- 
pendent children under age 18 resulted 
in a 10% pension increase for each such 
child (until he attained age 18). In case 
the male employee died leaving no 
widow but dependent children under 18, 
the 10% “additions” would be doubled 
and paid to the children’s guardians. 
However, the unusual features were: (1) 
the benefit only became available if 
death occurred in service between ages 
60 and 65 (with at least 20 years’ serv- 
ice), and (ii) the widow’s pension was 
50% of the anticipated age-65 pension 
— instead 50% of the husband’s accrued 
(or disability) pension at the date of 
death. 

In approving this benefit schedule no 
figures were given in the Ruling to show 
that such an in-service death benefit was 
“generally” worth less than that of an 
R.I. 65 contract. Nor is there any indi- 
cation of the Treasury’s reaction toe a 
widow's pension of 50% of the employ- 
ee’s age-65 pension (feature (ii) above) 
if such pension were payable on death 
in service at any age. Figures will now 
be given to show that such a plan meets 
the Treasury’s new criterion for qualifi- 
cation. 

Let us consider a typical employee 
hired at age 27 and let us suppose that 
he anticipates receiving a 10-year-cer- 
tain pension of $100 a month from age 





65. Under a “typical” (Equitable of 
N.Y.) R.I. 65 contract effected at age 27 
this male employee’s death benefits, both 
before and after age 65 would be ap- 
proximately those shown in the second 
column of Table I. [The figures in the 
last column will be explained below. | 


TABLE I 


Death benefit under: 


Age at 50% widow's 

death R.1. 65 plan 
27 $10,000 $5,655 
a 10,000 7,248 
37 10,000 8,618 
ae 2... 10,000 9,029 
ee 10,000 8,727 
52 10,000 8,417 
57 11,000 7,852 
62 14,900 6,967 
67 - 8,720 5,903 
a 3,470 4,725 
ene Nil 3,591 
as Nil 2,556 
eee Nil 1,648 


We now ask, what would be the bene- 
fits available if this employee’s unremar- 
ried widow were entitled to a pension of 
$50 a month (with 10%-20% orphan’s 
additions) on his death in service or 
after retirement? 

The answer, of course, depends on a 
number of factors such as the assumed 
mortality and remarriage rates of wi- 
dows, the interest assumption, the age of 
the widow at her husband’s death, and 
so on. We will use the valuable data 
available in Mr. A. M. Niessen’s Seventh 
Actuarial Valuation . . under the Rail- 
road Retirement Acts . . . (U.S.R.R. 
Board, Chicago, 1959) to arrive at aver- 
ages which, we think, are implied by the 
Treasury’s use of the word “general” in 
Rev. Rul. 61-121. Table II shows the 
calculations leading to the in-service and 
post-retirement death benefits of column 
(3). 

We must now compute the average 
values of the orphan’s 10%-20% bene- 
fits which were incorporated in the plan 
reviewed by the Treasury (see above). 
The calculations, also based on the R.R. 
Board’s statistics, are shown in Table 
III and culminate in the additional death 
benefit of col. (11). [We mention, in 
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passing, that Rev. Rul. 61-121 ascribes 
a near-zero value to these benefits for 
employees dying between ages 60 and 
65.| The sum of the values in cols. (5) 
and (11) were shown in the last column 
of the first of the three tables. Let us 
review the results. 

We note that at every age in service 
the 50% widow’s-and-orphans’ benefits 
are worth less than the corresponding 
R.I. 65 benefits. To paraphrase George 
Orwell, the in-service death benefits of 
the 50% widow’s plan are “more inci- 
dental” than those of the R.I. contract. 

Finally we may compare the value, at 
age 65, of a 15-year-certain annuity — 
permitted by the Treasury under Rev. 
Rul. 60-59 — with the average value of 
an annuity with 50% reversion to a pos- 
sible widow. The former was slightly 
the larger under several alternative mor- 
tality assumptions with which we ex- 
perimented. 


In conclusion, then, we may state that 
an unremarried widow’s pension of 50% 
of the anticipated (age 65) pension to- 
gether with 10% additions for children 
under 18 (with doubling if both parents 
are dead), is clearly qualifiable under 
the two Revenue Rulings discussed here- 
in. 
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BANK of DELAWARE 


Main Office: 901 Market Street 
Wilmington, Delaware 
Wilmington « Newark e Odessa e Smyrna 
Dover « Seaford « West’ Seaford 





GROWTH OF PENSION FUNDS 





1956 





Other non-insured funds! 


o Insured pension reserves 


Non-insured corporate pension funds 


1959 


Tineludes reserves of multiple-employer funds, non-profit organizations and union administered plans. 












e 


$ 
Billions 


$50 — 
40 + 
30 + 
20 = 


10 — 





Courtesy Employee Benefit Plan Review 




















Member: FDIC e Federal Reserve System 


TABLE II 
Per cent 39% value unre- Av. value of 
males Av. age married widow’s widow’s pen- 
Age at leaving said unit pension at sion at $50 
death widows + widows + said age a month* 
(1) (2) (3) (4) (5) 
In service 
Zt 74.0 27.0 10.446 $4,638 
32 78.0 31.7 13.237 6,195 
37 82.8 36.2 15.361 7,631 
42 83.7 40.3 16.673 8,373 
47 80.7 45.1 17.239 8,347 
a2 - S17 49.5 16.798 8,234 
57 82.8 54.2 15.653 7,776 
GZ _. 81.3 58.6 14.224 6,938 
After retirement 
 __=—= Ti 62.7 12.722 5,885 
or 10.7 66.8 11.125 4,719 
| are 62.2 70.6 9.623 3,591 
EES 51.6 74.2 8.255 2,556 
| eee 38.5 717.3 7.135 1,648 
TABLE III 
n an yi ~ = 3 6 5 
38 oe = a > dhin Gas 
= © s Ses SES 
F a: sf ees ba 
= > ia! = vz ba $c 
(6) (7) (8) (9) (10) (11) 
In service 
27 60.0 7.0 , 20 4.0 11.451 $1,017 
32 68.0 5.0 2.4 7.0 9.379 1,053 
37 71.4 4.0 2.6 8.9 7.968 987 
42 61.3 4.3 2.3 10.4 6.796 656 
47 43.5 3.3 2.0 11.0 6.315 380 
52 28.3 1.9 1 11.9 5.574 183 
57 14.1 1.0 1.6 12.7 4.897 76 
62 6.4 5 1.5 13.3 4.380 29 
After retirement 
67 "3.1 a 1.6 12.6 4.982 18 
72 1.3 ok 1.4 13.3 4.380 6 


+Extrapolated values above dotted line. 
*Namely, $600 X (2) X (4). 


**Namely, $60 X [(6) + 2 X (7)] X (8) X (10). 
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SUC -ESSOR FIDUCIARY 
(Continued from page 705) 


an : :davit that a federal estate tax re- 
turn :ust be made. 

Whether or not the federal estate tax 
jis involved, some method for extension 


of tie in the case of unusual circum- 
stances should be provided. Requiring 
the executor to obtain an extension for 
a specific period of time in a court pro- 
ceeding to which the trustee is made a 


party might solve this problem. 

Adding a provision that the testamen- 
tary trustee fulfills his duty to obtain 
timely distribution by insuring that the 
executor complies with the statute would 
clarify the testamentary trustee’s duty 
in this respect. A provision permitting 
the trustee to petition for an order to 
show cause why the estate should not be 
distributed would facilitate the dis- 
charge of such duty. 

If an effective provision for an interim 
or partial distribution were available, it 
would be desirable to tie in this pro- 
vision, possibly by providing that such 
a distribution be mandatory, in the ab- 
sence of circumstances preventing it, if 
final distribution is to be substantially 
delayed. In order for an interim distri- 
bution procedure to be truly helpful to 
both executor and testamentary trustee, 
it must provide not only that the distri- 
bution may be made upon the petition 
of either, but also that the executor be 
fully protected in making the distribu- 
tion. This requires either that notice be 
given to all interested parties and that 
all possible challenges to the validity of 
the will or to the effect of its distribu- 
tive provisions be settled at or before 
the hearing on the petition, or that the 
distributee be required to post a bond 
which will protect the executor in the 
event that a superior claim to the dis- 
tributed assets is subsequently discov- 
ered. 





Million Dollar Check 
representing bequest to 
Department of Ophtha- 
mology of University of 
Pennsylvania Medical 
School contained in will 
of Joseph R. Grundy, 
former U.S. Senator who 
died last March 3 leaving 
an $18 million estate, was 
presented by Samuel H. 
Ballam, Jr. (right), sen- 
lor vice president of Fi- 
delity-Philadelphia Trust 
Co., co-executor, to Dr. 
Harold G. Scheie, head of 
eye clinic. Looking on 
are W. James MacIntosh 
(second from left), at- 
torney and a co-executor, 


There is much to commend the prac- 
tice of substantial interim distribution if 
final distribution is delayed. Such distri- 
butions tend to minimize losses due to 
errors of the personal representative, to 
relieve pressures to obtain final distribu- 
tions and thus to reduce friction be- 
tween the personal representative and 
the trustee. Obviously, they may be the 
means of beginning at an earlier date 
the implementation of the testator’s 
plans for the trust beneficiaries. 


Other Duties Prior to Distribution 


The framing of a provision limiting 
the duties of the testamentary trustee 
prior to the time when trust assets are 
distributed to him is difficult without 
losing the nice distinctions and flexibil- 
ity of the common law. One approach 
might be to require the trustee to per- 
form only certain duties during this 
period, and specifically to exclude any 
duty to perform others. 

In addition to the duty to obtain 
timely distribution, other duties during 
this might be limited to the duty to 
represent beneficiaries at those court 
hearings which directly concern them 
and the trustees; i.e., hearings on ac- 
counts and petitions for distribution 
and hearings on petitions for extension 
of the time for distribution of the trust 
assets under the procedure proviously 
suggested. Trust beneficiaries should be 
given notice of any hearing at which the 
trustee will not be obligated to represent 
the beneficiaries. 

One problem which is probably not 
amenable to statutory solution is that 
of determining exactly how far the trus- 
tee must go in discharging his duty of 
due care in investigating the correctness 
of the executor’s accounts. It might be 
helpful, however, to require the execu- 
tor to provide the trustee with copies of 
all papers in the nature of accounts, 
audits, and even state and federal tax 





and Dr. Gaylor P. Harnwell, president of the university. 


returns to assist him in evaluating the 
executor’s handling of the estate. 


A AA 
MDRT NOTES 


(Continued from page 692) 


insurance out of incgme to capitalize 
their earning power — with the proviso 
that they go into an investment program 
of setting other assets aside to offset 
the loan and produce income to offset 
increasing interest charges; (3) stock 
retirement and business buy-out situa- 
tions in which the premium money can 
best be used in the business and in 
which the business values are clearly 
enough to offset and secure the loans; 
(4) deferred compensation and family 
security commitments to executives sup- 
ported by insurance carried by the cor- 
porate employer where the cash can be 
more effectively used in the business; 
(5) real estate syndications; (6) chari- 
table giving, in which a modified form 
of bank-loan insurance can cut the 
donor’s cost in half. 
AAA 

e James E. Mandler, assistant secretary 
in the trust department of Harris Trust 
and Savings Bank, Chicago, was recent- 
ly elected president of the University of 
Michigan Club of Chicago. Mandler holds 
bachelor of arts degrees from Michigan. 
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IN CANADA 


The appointment of National 
Trust Company as ancil- 
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TRUST DEPARTMENT INCOME AND EXPENSES 





HOSE FEDERAL RESERVE BANKS 
( peor instituted the practice several 
years ago have recently issued reports 
analyzing the earnings and expense ex- 
perience in 1960 of the trust depart- 
ments in their districts and in some 
cases showing comparisons with 1959. 
As a general proposition, gross depart- 
mental earnings showed a substantial 
increase in 1960 as against 1959, but 
at the same time expenses increased to 
an even greater extent so that in a great 
many categories the net earnings were 
lower. There would seem to be cause 
for serious alarm if the fact is that 
expenses are not sufficiently controllable 
as to prevent them from eroding the 
benefits of larger volume. 

By far the most comprehensive report 
is that of the Federal Reserve Bank of 
New York which covers 104 banks (plus 
two more in part) in New York, New 
Jersey and Fairfield County, Conn. For 
the entire group, although total commis- 
sions rose from $93,500,000 to $112.,- 
200,000, or nearly 20%, expenses be- 
fore income taxes rose from $81,300,- 
000 to nearly $102,000,000, or by about 
25%. As a result, where expenses con- 
sumed about 87 cents of each gross 
income dollar in 1959, they accounted 
for about 91 cents of each dollar in 
1960. Thus net operatin ncome dropped 
from 13% to 9% of the gross. 

When the same computations are ap- 
plied to banks in various size groups — 
size being determined by the amount of 
gross commissions — the unfavorable 
results for many banks in 1960 become 
even more marked. It is always to be 
expected that some of the smaller banks 
will have trouble showing any net trust 
department earnings at all, but it is 
quite startling to find that only 66 
banks had net profits from operations 
while 40 showed operating losses. In 
fact, if the New York City banks are 
eliminated 51% of the remaining banks 
in New York State showed operating 
losses. New Jersey banks did somewhat 
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better, with only 20% of the reporting 
banks in the red from operations. 
The figures for all the banks outside 
New York City (including New Jersey 
and Fairfield County) show that in the 
case of very small trust departments, 
with commissions of under $50,000, it 
is to the credit of 14 that they operated 
in the black with a profit of 24.4%. 
However, 18 had expenses on the aver- 
age of $144 for every $100 they took 
in. In the group with commissions of 
$50,000 to $100,000, eleven banks show- 
ed a profit of 30.7% and five had a loss 
of 41% whereas in the group with com- 
missions of $100,000 to $200,000 thir- 
teen trust departments showed an opera- 





SOURCES OF TRUST DEPARTMENT 
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ting profit of 22.8% and six a loss of 
13%. It is very creditable that approxi- 
mately two-thirds of the banks in these 
two groups were able, presumably 
through good management, to operate 
in the black. However, this same ratio 
of two banks with favorable perform. 
ances to one with poor results continues 
in the groups where commissions exceed 
$200,000, there being 16 trust depart- 
ments which show net operating earn- 
ings and eight which do not. In fact, 
three of these eight have commissions 
of over $400,000 and yet spend an aver- 
age of $118 for every $100 collected. It 
might have been supposed that the two 
to one ratio would have been bettered 
in the group of banks with such substan- 
tial gross commissions. 

Thirteen banks in New York City are 
covered by the survey. Three collected 
gross commissions of under $1,000,000 
and all three show operating losses, 
averaging 34%. The commissions of 
each of the other 10 banks exceeded 
$1,000,000 and all show a net operating 
profit, but only 9% on the average. 

All but 23 of the 104 trust depart: 
ments nevertheless report black figures 
in the ultimate result. This is due en- 
tirely to the fact that the credit allowed 
by banks by way of interest on unin- 
vested trust deposits is enough to pull 
all but some of the very smallest trust 
departments over onto the profitable 
side. The average rate of credit ranges 
from 2.38% to 3.45% except that in 
New York City it runs between 3.28% 
and 3.52%. Interestingly enough, in 
each size group the average rate of 
credit -allowed by trust departments 
which are otherwise operating in the red 
is uniformly higher than the rate allowed 
to the departments which show operating 
profits, but in only 17 instances did this 
more favorable treatment turn red ink 
into black. 

When the writer was busy some yeals 
ago as chairman of the committee which 
was seeking an increase in fiduciary 
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commissions in New York, both the 
State Banking Department and the Sur- 
rogales insisted that interest on unin- 
yested cash balances must be taken into 
account in evolving a formula for rea- 
sonable compensation. The arguments 
by the committee that this factor was 
too indeterminate and in any case did 
not apply to individual fiduciaries fell 
on deaf ears, so that a fair rate for such 
credit had to be worked into the compu- 
tations which formed the basis of the 
1956 statutes. The present survey indi- 
cates to what extent the commissions 
approved by the Legislature five years 
ago provide inadequate compensation 
standing by themselves. This is particu- 
larly significant because in the case of 
corporate trust and pension trust busi- 
ness. where compensation is not restrict- 
ed by statute, the allowed credit shown 
in the survey includes interest allowed 
on balances in those departments in 
amounts which are nearly five times as 
large dollarwise as those deriving from 
personal trust and estate balances. 


The survey for the Eleventh Federal 
Reserve District, conducted by the Fed- 





TRUST DEPARTMENT INCOME, BY TYPE 
OF ACCOUNT, AT 42 COMMERCIAL 
BANKS, 1960 
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SECOND (NEW YORK) FEDERAL RESERVE DISTRICT DISTRIBUTION 
OF TRUST DEPARTMENT INCOME, EXPENSE AND RELATED ITEMS 
IN 1959 AND 1960 


(expressed as % of total trust department commissions and fees) 


Number of banks - 
Commissions and fees from: 

Estates - = a 

Personal tr usts ane 


Pension and profit- sharing EERE ER 


Personal agencies 
Corporate trusts 
Corporate agencies ____. 


Total commissions and fees 
Total expenses _ __. 


Net operating earnings before i income e taxes 
Allowed credit for deposits —__§$_._____... 


Trust department net earnings 
Expenses: 
Direct expenses: 


Salaries and wages: 
OGieers —.... 


Nc caiapndsvadia ota onan 


Pensions 
Personnel insurance ____ 


Other expenses related to salaries" 


puptotal ...._..___. 


Total direct expenses. ha 


Overhead 


Total expenses - 
Related items: 


Average rate of allowed credit —_ te ta 
Dollar amount of total commissions and fees 


(thousands) * 


Dollar amount of total expenses (thousands) * a 
Dollar amount (thousands) of total commissions and 
2. eee ee 


*For 118 banks in 1959 and 104 in 1960. 


Aucust 1961 




















1959 1960 

118 104 

sities oe pncsiniensonin 12.7 11.6 
ciateeieedeenieann 21.3 21.2 
7.4 7.6 

22.1 22.6 

i aha Sen 4.9 5.4 
IOS 31.6 31.6 
ereencianianisiaeaene 100.0 100.0 
86.9 90.9 

Pee Ma ieaiit 13.1 9.1 

21.6 24.2 

Saincltinieee vant 34.7 33.3 
ditanaiecitvajemniiioins 13.5 13.6 
40.1 41.9 

hed aatec sales 3.5 3.5 
1.5 1.5 

bse ansible 3.0 3.3 
61.6 63.8 

DES ae 78.7 81.3 
ecclissi 8.2 9.6 
86.9 90.9 

2.50 2.45 

93,586 112,207 

81,321 101,941 

156,100 167,700 


eral Reserve Bank of Dallas, shows 
very similar results. Gross earnings of 
the 42 banks studied increased by 8.5% 
over 1959 but expenses before income 
taxes rose by 10.9%. Gross earnings in 
1960 amounted to $8,662,000 while ex- 
penses totalled $8,442,000, leaving a net 
profit on the average for all 42 banks 
of only about 2%. The Dallas Federal 
Reserve Bank reports that this is the 
lowest level of net earnings for its area 
since its surveys were started in 1957. 
However, in contrast with the results 
in the New York area, only 18 banks, 
with commissions of $50,000 or less, 
showed net operating losses. The remain- 
ing 24 trust departments produced pro- 
fits but these ran only between 1.6% 
and 3.5% of gross commissions. 


Banks in the Southwest appear to be 
less liberal than those in and around 
New York with respect to credits for 
deposits. Only 18 of the 42 banks al- 
lowed any credits at all and the rate 
was uniformly low, ranging between 
1.8% and 2.6%. Yet these very modest 
percentages accounted for nearly 90%, 
on average, of the ultimate net earnings 
of all the trust departments surveyed. 
In view of the fact that fiduciary com- 
missions in the five states comprising 
the Eleventh Federal Reserve District 
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OF THE 14 HIGHEST PRICES 
EVER PAID AT AUCTION FOR 
PAINTINGS OR WORKS OF ART, 
13 HAVE BEEN ACHIEVED IN 
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Our commission for selling pictures, 
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10 per cent. Books, manuscripts, 
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Last season Sotheby’s sold works of 
art worth 19% MILLION DOLLARS, 
many of which were sent for sale 
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tutions. 
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(illustrating 157 of these works of 
art, 12 in colour) can be ordered from 
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Sotheby’s representatives are always 
ready to visit any part of the United 
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are generally not dictated by statute, it 
would appear that an opportunity may 
exist to negotiate fees sufficient to pull 
up the earned net income to satisfactory 
levels. 

The Federal Reserve Bank of Atlanta 
has compiled figures with respect to 33 
trust departments in the Sixth District. 
The survey does not include compari- 
sons with 1959 but it indicates results 
that might have been anticipated. Seven 
banks with commissions up to $100,000 
showed substantial operating _ losses 
which were not eliminated by credits for 
interest on uninvested deposits whereas 
nine banks with commissions of over 
$100,000 (no top limit is mentioned) 
had relatively small losses which were 
more than offset by the deposit credits. 
The remaining seventeen banks showed 
net operating earnings of from 21% to 
25. However, the performance of the 
losing trust departments pulled down 
the aggregate results for all 33 banks to 
the point where they showed an opera- 
ting loss of 3.9%. Thus the deposit 
credit was needed in order to produce 
an overa!l favorable result. The average 
rate allowed in the Sixth District was 
2.50%, with rates in various groupings 
ranging from 1.75% to 2.98%. 

The figures available to the writer 
from New England are rather meager 
but a summary of the findings of the 
Federal Reserve Bank of Boston shows 
the same trend, namely, a greater in- 
crease in expenses than in gross income 
for the smaller banks and about a stand- 
off for the larger ones. 


It is probably true that the decrease 
in security values due to the recession 
of 1960 had something to do with the 
fact that for the areas surveyed the 
rate of increase in expenses in general 
exceeded the rate of increase in gross 
commissions. In most parts of the coun- 
try it has become the rule to base com- 
missions at least to a large extent on 





TRUST DEPARTMENT INCOME AND EXPENSE 
Surveyed New England Banks, 1960 
(Amounts in thousands of dollars) 




















13 Banks with trust | 37 Banks with trust 
t income jepartment income 
exceeding $500,000 | from $30,000 to 
in 1960 $500,000 in 1960 
Percent Percent 
Geage Chan: 
1960 195 1960 195 
Income 

Commissions and fees from: 
Estates. . . aol ate eter 4,001 +21.7 $1,221 +16.0 
Personal trusts..........| 14,444 + 9.4 2,570 + 9.7 
Pension trusts........... 1,312 +25.8 205 +12.0 
Personal agencies. ..... 6,767 + 46 888 +15.0 
Corporate trusts....... 546 + 9.0 26 +13.0 
Corporate agencies.....} 5,735 | + 9.1 __148 + 35. 
TNR esas cccasiasive $32,805 | +10.2 | $5,058 +12.0 

Expenses 

Sslaries and wages.......| $14,090 | + 9.7 $2,619 +14.0 
ee 5,035 | + 87 1,374 +115 
Other employees... .. : 9,055 | +10.4 1,245 +16.9 
Other direct expense ..... 7,192 +16.2 1,381 +13.0 
| Se 3,809; — 08 | 648 +23.7 
Total................| $25,091 | + 9.7 | $4,648 +15.0 











Note: A detailed report of the information obtained from the 1960 survey 
is available on request from the research and statistics department. Detailed 
tables for 1947 through 1959 are available in limited quantities. 





the principal values of personal trusts, 
estates and pension trusts. Thus, when 
security values generally decrease so 
will the amount of commissions. There- 
fore it is apparent that the results which 
would be expected to flow from the 
normal growth of trust business and the 
earnings therefrom has been slowed 
down somewhat in all four sections of 
the country by a lower earnings base. 
This is particularly probable in the 
Southwest where personal accounts com- 
prise about 80% of all the trust busi- 
ness. It might have been hoped, how- 
ever, that there could have been a cor- 
responding slowing down of the rate of 
increase of expenses. 


Unfortunately the four Federal Re- 
serve Banks are not uniform in report- 
ing individual expenses. The New York 
Bank shows each item as a ratio of 
commissions and shows them for both 
years so that it is easy to see that the 
increase in the total expense ratio from 
about 87% to about 91% comes almost 
entirely from salary items. The Dallas 
Bank shows each item as a percentage 
of total expenses for 1960 only and then 
indicates the per cent of change over 
1959 for each category. To work these 





Trust Company references. 





EUROPEAN REPRESENTATION 


Experienced businessman with financial and fiduciary back- 
ground leaves soon on seventeenth quarterly European trip 
representing American interests. Additional single or continu- 
ous assignments accepted on very reasonable basis. Numerous 


Box R-18-9, Trusts and Estates 
30° East 42nd St., New York 17 
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results out on the same basis used by 
the New York bank would take some 
time but it is evident that increases of 
12.9% and 8.5% in officers and em. 
ployees salaries respectively, when these 
two items constitute over 60% of ex. 
penses, are more significant than, fo; 
example, a 33% increase in advertising 
when this item accounts for only 1.9% 
of the expense budget. In other words, 
in the Southwest, as in the Northeast, 
the salary items are the large ones where 
control can have the greatest beneficial 
effect. 

The Atlanta Bank makes no compari- 
son with 1959 but it is interesting to 
note that in the Sixth District officers’ 
salaries consitute 31.4% of all expenses 
with employees’ salaries being somewhat 
less, or 28.3°%. In the Eleventh District 
the figures are almost reversed, the per- 
centage for officers’ salaries being 28.5% 
and that for employees 32.1%. In the 
New York area, on the other hand. 
the officers command only 13.6% of 
the expense budget, with employees tak- 
ing 41.9%. In New England, the aggre. 
gate compensation of employees is al- 
most twice that of officers and both to- 
gether equal about 56° of all expenses. 
The Dallas Bank thinks that the rela- 
tively high ratio of officers’ salaries to 
those of employe in the Eleventh Dis 
trict may be due to the fact that some 
smaller banks have hired expensive ex- 
perienced men in an effort to build up 
business and that volume has not yet 
improved sufficiently to cover these un 
usual charges. 

There is, however, a brighter side. It 
is undeniable that over the years gross 
fiduciary commissions have shown 
striking upward trend, proving the im- 
portance of trust services to people and 
businesses throughout the country. For 
instance, in the New York area outside 
of New York City, for the five years 
1956 to 1960 both inclusive, gross con- 
missions increased by 40% and nel 
operating earnings before income taxes 
by 200%. The increases in the gross. 
broken down by types of accounts, are 
as follows: 


IS eter ee ee ee 48% 
Personal trusts _. 83% 
Pension etc. trusts _____.-:100% 
Personal agencies __..._.---. 36% 
Corporate trusts ___ 68% 
Corporate agencies 100% 


In the Eleventh and First Districts 
gross commissions increased by 8.8% 
and 12% respectively from 1959 t 
1960, with only estate commissions 1 
the Eleventh District showing a decline 
The details are: 
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Eleventh First 

District District 

Siete: _..__............ -<43R 16.0% 
Personal trusts _...... 6.5% 9.7% 
Pension, ete. trusts _.. 18.5% 12.0% 
Personal agencies -.. 10.2% 15.0% 
Corporate trusts __ 45.4% 13.0% 
Corporate agencies _. 21.7% 3.5% 


Another interesting comparison which 
can be made from the reports of the 
New York and Dallas banks is as to 
the share of the total business enjoyed 
by the various types of fiduciary ac- 
counts in each area. The charts on this 
phase show: 


> «5 > 

= aa 6C2 

S a = 
Estates Soo, i Sa 7.8 
Personal trusts ___. 40.9 35.7 18.4 
Personal agencies. 11.0 21.1 22.8 
Pension etc. trusts . 10.4 3.1 8.5 
Corporate trusts - 4.3 1.4 6.2 
Corporate agencies. 13.9 7.1 36.3 





100.0 100.0 100.0 


The most noteworthy conclusion to be 
drawn from these figures is that the 
New York City banks are no longer con- 
centrating on the historical types of fi- 
duciary services, namely, estates and 
personal trusts. Nearly three-quarters of 
their business is in the kinds of accounts 
where personal service and high fiduci- 
ary responsibility are at a minimum. It 
seems unfortunate that banks which 
were chartered in order to give fiduci- 
ary protection to those in need are giv- 
ing the greater part of their attention 
to services where true trust functions 
are either entirely absent or are present 
merely to fill some technical need. Of 
course this type of business is where 
the money is. 

Naturally statistics of the kind here- 
in discussed are subject to many faults 
and inaccuracies in that special situa- 
tions affecting particular banks for good 
or the reverse in particular years can 
tend to warp the conclusions to some 
extent. Nevertheless, the surveys by the 
Various Federal Reserve Banks have 
been going on for enough years by now 
so that their continuing value is well 
established. Top management in any 
part of the country can benefit by 
studying these statistics in order to see 
whether their trust departments are 
showing good comparative results or 
whether improvement is possible. 

A AA 
* A one-day trust seminar for Colorado 
bankers was sponsored again this year 
by Colorado National Bank, Denver, 


Prior to the June convention of the 
Colorado Bankers Association. 
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EARNINGS DATA FOR TRUST DEPARTMENTS OF SIXTH 
DISTRICT COMMERCIAL BANKS, 1960 


BANKS WITH BANKS WITH 








NET LOSSES NET PROFITS 
Total Commis- Total Commis- 
ALL sions and sions and 
BANKS Fees of: Fees of: 
0- Over 0- Over 
$100,000 $100,000 $300,000 $300,000 
Number of banks 33 7 9 9 8 





Per cent of total commissions and fees 





Commissions and fees 








from: 
Ne eee 28.6 18.1 26.0 39.3 28.7 
Personal trusts —_-...... 41.3 57.3 41.1] rr 35.9 
Corporate trusts —.....- 6.5 3. 5.1 11.7 5.1 
Pension and _ profit 

sharing trusts —_...._.. 5.4 5.6 6.1 2.0 8.4 
Personal agencies —_. 11.7 11.7 10.9 9.2 15.7 
Corporate agencies ___. 6.5 3.7 10.8 4.1 6.2 
Total commissions 

em $008... —~ 1000 100.0 1000 100.0 100.0 

Total expenses —_____ 103.9 162.6 109.5 78.3 74.9 
Net earnings before 

income taxes... —3.9 —626 —95 21.7 25.1 
Income tax charges (—) 

or credits (+) _..... +3 4275 429 —114 —13.3 

Trust department net 

earmm@s . —3.6 —35.1 —6.6 10.3 118 
Per cent of total expenses 

Direct expenses: 

Salaries and wages 

EO 31.4 318 29.6 34.3 29.9 

Employees —____ 28.3 215 29.7 28.2 32.7 
Pension and retire- 

MRIS oo 4.4 4.9 4.1 5.1 3.4 
Personnel insurance ___ 1.2 1.3 13 13 1.0 
Other expenses related 

to enlarges 20 2.6 : ef 2.1 1.4 

Total expenses related 

to salaries 67.3 62.1 66.4 71.0 68.4 
Miscellaneous _.. 21.9 25.2 21.4 20.9 21.0 
Owerhen@: 10.8 ag 12.2 8.1 10.6 





Related items: 

Dollar amount of total 

commissions and fees 

(thousands) —_._._.. 9,398 406 2595 1,429 4,969 
Dollar amount of total 

expenses (thousands) 8,238 510 =.2,895 =1,128 ~=3,705 
*Deposit credit as per 

cent of total commis- 

sions and fees _____ 29.8 32.7 25.8 41.7 16.6 
*Average rate allowed 

on deposit credit ___. 2.50 1.75 2.98 2.78 1.63 


* Average of individual banks reporting this item. 
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in Washington State .. . 
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NATIONAL BANK OF COMMERCE 
OF SEATTLE 
BRANCHES THROUGH WASHINGTON * One of the oldest and largest 


Trust Departments in the 
Pacific Northwest. 


Member Federal Deposit Insurance Corporation 2nd Avenue at Spring St. Seattle 
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TRUST PERSONNEL CHANGES 


(Five stars signify promotion of trustman to senior or executive vice president or president, or election to board of directors) 


ALABAMA 


BIRMINGHAM—Henry A. Leslie named vice president in 
addition to trust officer at BIRMINGHAM TRUST NATIONAL 
BANK. An alumnus of U. of Albama Law School, Leslie also 
holds a J.S.D. from Yale Law School. 


ARIZONA 
PHOENIX—First NATIONAL BANK OF ARIZONA (see San 
Francisco). 
CALIFORNIA 


LOS ANGELES—Robert E. Dickman and Rodney T. Mor- 
rill promoted to trust officers by BANK OF AMERICA N.T. & 
S.A. Dickman, U. of Nebraska Law School graduate, will 





ROBERT E. DICKMAN RoODNEY T. MORRILL J. M. GARRISON 


be in charge of trust new business development in the 
Orange County area of Southern California. Morrill, gradu- 
uate of U. of Wisconsin School of Law, will be in charge 
of the San Fernando Valley trust office in Los Angeles 
County. 

James M. Garrison promoted to vice president. He is head 
of trust new business development for over 300 of the bank’s 
branches in southern California. Before taking this position 
at the Los Angeles District Trust Office last year, he spent 
12 years at the Hollywood trust office, attaining the rank of 
trust officer there in 1957. 

Garrison graduated with a B.A. degree from Montana 
State University, and completed the trust division program 
at the Pacific Coast Banking School in Seattle. 


LOS ANGELES—Security First NATIONAL BANK named 
George L. McCloud, Jr. an asst. corporate trust officer and 
assistant secretary in the trust department. A new San 
Fernando Valley office, at 12157 Victory Boulevard, North 
Hollywood, with the first trust department in the Valley 
has been opened under the direction of Floyd M. Lewis, asst. 
trust officer, who has been transferred from the main office. 
Lewis is a graduate of UCLA with a B.S. in business ad- 
ministration, and holds an LLB from UCLA. 


LOS ANGELES—Lauren H. Conley, head of the UNION 
BANK investment division, has been promoted from vice 
president to senior vice president. Conley formerly was chair- 
man of the trust investment committee of the California 
Bankers Association. 





HENRY A. LESLIE ROBERT F,. DEWEY WILLIAM S. HyaTr 
Birmingham : San Francisco San Francisco 





SAN FRANCISCO—Robert F. Dewey resigned as vice 
president and senior trust officer of First NATIONAL Banx 
oF ARIZONA to be vice president and trust officer of BANK op 
CALIFORNIA, N.A. effective October 1. A graduate of JU, 
of North Carolina, he received his J.D. degree at U. of 
Chicago. Before joining the Phoenix bank in 1950 he prac. 
ticed law in Chicago, and has been active in Bar as well as 
banking association and estate council activities. The trust de. 
partment continues under the management of S. V. Beckwith, 
SAN FRANCISCO—At CROCKER-ANGLO NATIONAL Bank 
William S. Hyatt and Worth T. Poole appointed trust of. 
ficers; Albert Granucci, trust investment officer; Robert 
H. Waitte, asst. trust investment officer; and Ralph W, 
McKenna and Charles F. Schwarz, asst. trust officers. Hyatt, 





WoRTH T. POOLE ALBERT GRANUCCI ROBERT H. WAITTE 


a graduate of the law school of George Washington U., had 
22 years of legal and trust experience before joining the 
trust department last year. Poole had 24 years of com- 
mercial banking with Crocker before becoming associated 
with the trust department as assistant manager of business 
development division, in which capacity he will continue. 
He is a graduate of the Pacific Coast Banking School. 

Granucci attended San Jose State College and joined 
Crocker-Anglo in 1938. Waitte is a graduate of North- 
eastern U.; McKenna joined the trust department in 1946; 
and Schwarz is a graduate of U. of Washington and of 
Gonganza U. Law School. 


SAN FRANCISCO—HIsern1A BANK promoted Richard A. 
Hankerson and Robert A. Hamilton to asst. trust officers. 


FLORIDA 


MIAMI—At First NATIONAL BANK Ralph D. Rodabaugh 
and Donald R. Thompson of the corporate trust department 
advanced to vice presidents and trust officers; and Victor 





RALPH D. RODABAUGH DONALD R. THOMPSON VICTOR J. RILEY, JR. 


J. Riley, Jr. of the personal trust department to asst. vice 
president. Rodabaugh is a‘graduate of Ohio State U.; Thomp- 
son holds a doctor of law degree from U. of Chicago, and 
is immediate past president of the Corporate Fiduciarie 
Association of Southeast Florida; and Riley is a graduate of 
U. of Notre Dame. 


GEORGIA 


ATLANTA—Miss Ruby M. Crawford named asst. trus! 
officer at First NATIONAL BANK, and is administrator 
the bank’s pension and profit sharing division. Miss Cra¥ 
ford was admitted to practice before the Supreme Court @ 


Trusts AND EstaTF 















Vice 
3ANK 
1K OF 
tf 


prac- 
ell as 
st de. 
‘with. 
BANK 
st of- 
obert 
h W. 
Lyatt, 





\ITTE 


|, had 
ig the 
 com- 
ciated 
isiness 
ntinue. 


joined 
North- 

1946; 
and of 


ard A. 
ers. 


abaugh 
tment 


Victor 


% 


LEY, JR. 
sst. vice 
Thomp- 
120, and 
uciaries 
duate of 


t. trus! 
rator 0 
ss Craw 
Court 








Estate 





RICHARD H. HAYDEN 
Portland, Me. 


FRANK J. MURPHY 
Chicago 


HAROLD H. HAWES 
Chicago 


Georgis and of the United States, holding Bachelor and 
Master of Laws degrees from Atlanta Law School. 


ILLINOIS 


tot Ik 

CHICAGO—Victor E. Ytterberg ap- 
pointed executive vice president of 
CHIcaGo City BANK & TRuST Co.; 
Frank J. Murphy, vice president and 
trust officer; and Marie J. Costigan 
asst. Trust officer. Ytterberg, with the 
bank 44 years, was in charge of the 
trust department, which will be taken 
over by Murphy. The latter holds a 
law degree from Loyola U., was presi- 
dent of Cook County Fiduciary Associa- 
tion in 1959, and has been with the bank 14 years. 








VicTOR E. YTTERBERG 





CHICAGO—Frederick J. Foersterling elected a vice presi- 
dent in the investment division of CHICAGO TITLE & TRUST 
Co. Foersterling, a graduate of U. of Illinois, holds an LL.B. 
from Valparaiso U. 

CHICAGO—Sanford Kovitz promoted to asst. trust officer 
at EXCHANGE NATIONAL BANK. 


CHICAGO—Harold H. Hawes named vice president in charge 
of the investment portfolio division of the supervised agency 
accounts in the trust department of First NATIONAL BANK. 
James P. Baxter, vice president in Division E, transferred 
to trust section of business development department; and 
Kenneth L. Hebson elected asst. trust officer. 


PEORIA—J. Paul Morrison appointed trust officer of First 
NATIONAL BANK. He was formerly trust officer at UNITED 
CALIFORNIA BANK, San Francisco. 


INDIANA 


INDIANAPOLIS—Paul E. Rawley advanced to trust officer 
in charge of the probate section, MERCHANTS NATIONAL 
BANK & Trust Co., and L. Dale Marvel named asst. trust 
officer. A graduate of Wabash College, Rawley obtained 
his law degree from Indiana U. Law School; is a member 
of the executive committee of the Trust Division of Indiana 
Bankers Association and chairman of both the Fiduciary 
Legislative Committee and the Trust Code Committee of 


_ that organization. Marvel is a graduate of Butler U. 


LOUISIANA 


SHREVEPORT—William Murdock advanced to trust officer 
at COMMERCIAL NATIONAL BANK. 


MAINE 


PORTLAND—CaNnaL NATIONAL BANK elected Richard H. 
Hayden a vice president and trust officer to head the trust 
department. Hayden has been with NATIONAL SHAWMUT 
Bank OF BosTON since 1949 as a trust administrative officer. 
He is vice president of the Corporate Fiduciaries Association 
of Boston, is a graduate of Amherst and Boston U. School of 
Law and of the Graduate School of Banking of Rutgers. 


MASSACHUSETTS 
BOSTON—Robert W. Ficken elected treasurer of OLD CoL- 
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ONY TRUST Co. and will continue his duties as secretary and 
investment officer as well as trust investment officer of 
First National Bank of Boston. Ficken is a graduate of 
Williams College and the Harvard Business School. 


MICHIGAN 


FLINT—Robert A. Burchfield named asst. trust officer at 
GENESEE MERCHANTS BANK & TRUST Co. 


GRAND RAPIDS—Leonard Hoefius elected vice president 
in the trust department of OLD KENT BANK & TrRusT Co. 
MUSKEGON—HackKLEY UNION NATIONAL BANK & TRUST 
Co. appointed Orrin H. Bush asst. trust officer. Bush is a 
graduate of U. of Michigan and U. of Tennessee. 


SAGINAW—Harold M. Karls, vice president and trust offi- 
cer of SECOND NATIONAL BANK, elected a director. A graduate 
of U. of Michigan Law School, Karls started with the bank 
in 1934. 


MONTANA 


BILLINGS—Security Trust & SAvINGS BANK elected Rob- 
ert M. Muir asst. trust officer. 


NEW HAMPSHIRE 


CONCORD—David L. Stark joined ConcorD NATIONAL BANK 
as asst. trust officer, having formerly been with American 
Trust Co. in San Francisco. 


NEW JERSEY 
ELIZABETH—Arthur C. Husbands, vice president, trust 
officer and a director of ELIZABETHPORT BANKING Co., elected 
president succeeding the late C. R. Sandford. 
NEWARK—At NATIONAL STATE BANK Owen F. Riley ap- 
pointed vice president in the investment department of the 
department of estates and trusts. Riley, a Princeton graduate, 
had been an account executive with Standard and Poor's 
prior to his association with the bank. 


NEW YORK 


BRONXVILLE & NEW ROCHELLE—At First WEstT- 
CHESTER NATIONAL BANK David T. Andrews, supervisor of 
the trust department, became vice president and trust offi- 
cer; Camille Chofflet promoted to asst. vice president; and 
Raymond W. Stevens to trust officer. Andrews is a graduate 
of the Stonier Graduate School of Banking. Mrs. Chofflet 
joined Bronxville Trust in 1933 in the trust department. 
Stevens has been in that department since 1958. 


BUFFALO—Theodore C. Geier, who joined MARINE TRUST 


Co. OF WESTERN NEW YORK in January, named trust invest- 
ment officer. 


NEW YORK—BANKERs TRUST Co. named Walter Tatje as- 
sistant treasurer in the corporate trust operations divisicn. 

NEW YORK—John M. Stadter, Jr. elected asst. trust officer 
in the personal trust department of MorRGAN GUARANTY 


Trust Co. Stadter holds a B.A. from Princeton and an L.L.M. 
from Harvard. 


NEW YORK—William McGorry, vice president, has been 
named head of THE HANOVER BANK’s will review and estate 
analysis department. He succeeds Warren H. Eierman who 





WILLIAM McGorrY 
New York 


OwEN F. RILEY 
Newark 


ROBERT W. FICKEN 
Boston 


739 





has joined First National Bank of Miami as senior vice 
president. Mr. McGorry has been a contributor to TRUSTS 
AND EsTATEs and a regular lecturer at The Hanover’s trust 
class for correspondent bankers and its Young Lawyers Trust 
Conference. 


NEW YORK—tThree new asst. vice presidents named by 
UNITED STATES TRUST Co. are: Henry W. Grady, Jr. in the 
investment division, who handles investment portfolios of 
institutional and endowment funds; Cornelius J. Sweeney, 
account executive in estate and trust department of personal 
trust division; and Thurlow A. West, an officer in the busi- 





HENRY W. GRADY, JR. CORNELIUS J. SWEENEY THURLOW A. WEST 


ness development division who also has responsibility for 
advertising and public relations. Made assistant secretary 
is Robert E. Hill, an estate and trust administrator in the 
personal trust division. 


NORTH CAROLINA 


FAYETTEVILLE & RALEIGH—FIrsT-CITIZENS BANK & 
Trust Co. named P. M. Sharpe asst. trust officer at Fayette- 
ville; and promoted Bernard A. Harrell to that position at 
Raleigh. 


WINSTON-SALEM—H. Jack Runnion, Jr. elected vice 
president in the trust investment division of WACHOVIA BANK 
& Trust Co. A graduate of U. of North Carolina, Runnion 
joined Wachovia in 1952. 


OREGON 


PORTLAN D—Advanced to asst. trust officers at UNITED 
STATES NATIONAL BANK are Vincent H. Diem and C. E. 
Bateman, Jr. 


PENNSYLVANIA 


PHILADELPHIA—E. Richard Stewart retired as asst. vice 
president in charge of the tax department of First PENN- 
SYLVANIA BANKING & TruST Co. after 36 years with the 
company. 


PHILADELPHIA—George D. McKeon, who had been in 
charge of the trust department of First NATIONAL BANK 
OF OLEAN, N. Y., joined PHILADELPHIA NATIONAL BANK as 
a trust officer. Following a period of orientation at the 
main office, McKeon will transfer to the Montgomery office, 
Norristown, which will serve as a center of activity for cer- 
tain Montgomery County offices for estate administration. 
He also will be in charge of estate planning and sales 
activities for the Montgomery, Conshohocken and Citizens 
offices. McKeon received a B.S. degree from New York U. 
and an L.L.B. from Brooklyn Law School. 
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UNIONTOWN—Rolla M. Varndell became trust officer ip 
addition to vice president at FAYETTE NATIONAL BANK. 


SOUTH CAROLINA 


CHARLESTON—H. Louis Koester, III elected asst. trust 
officer of CITIZENS & SOUTHERN NATIONAL BANK OF Souty 
CAROLINA. He is a graduate of The Citadel. 


TEXAS 


DALLAS—Arnold K. Mattay elected asst. trust officer jn 
the trust investment division of FirRsT NATIONAL Bank, 
Mattay, a graduate of U. of Texas and holder of a Master 
of Business Administration from New York U., joined First 
National after nearly five years with Standard & Poor's 
Corporation in New York City as an account executive in 
the planned investments department. 


Leonard E. Huber elected asst. trust officer. A graduate 
of U. of Texas, Huber is in charge of developing the trust 
division’s programming for automation. 
LONGVIEW—Gener R. Faires advanced to vice president 
and trust officer of First NATIONAL BANK. 


FORT WORTH—John Barry Hubbard elected vice president 
and trust officer at FortT WortTH NATIONAL BANK; and 
James R. Young, asst. trust officer. Hubbard joined the bank 
in 1953 as a trust representative, prior to which he was a 
special agent for the Federal Bureau of Investigation. He 
has also served as trust editor of the Financial Public Re. 
lations Association’s publication “The Bulletin.” 


SAN ANTONIO—NatTIoNAL BANK OF COMMERCE named 
Gilbert C. Hine vice president and trust officer to head the 
trust department. Recently vice president and trust officer 
of NATIONAL BANK OF WESTCHESTER, White Plains, New 
York, Hine holds a B.A. from Gettysburg College and an 
LL.B. from U. of North Carolina Law School. He previously 
was with Wachovia Bank & Trust Co. in Winston-Salem, 
N.C. 


VIRGINIA 


LYNCHBURG—W. Luke Witt joined PEOPLES NATIONAL 
BANK & Trust Co. as asst. trust officer. Formerly associated 
with a Richmond law firm, Witt is a graduate of Virginia 
Military Institute and U. of Virginia Law School. 


MARTINSVILLE—First NATIONAL BANK promoted Paul 
J. Turner and Charles C. Wentworth II to asst. trust officers. 
Turner will head up the tax and operational phases of the 
department and Westworth will be assistant to the head of 
the department in administration. : 


RICHMOND—R. Frank Hawkins named trust officer at 
CENTRAL NATIONAL BANK; Carroll L. Saine and Robert 
Schwind, asst. trust officers. 


RICHMOND—Three new asst. trust officers at First & 
MERCHANTS NATIONAL BANK are Miss Lucylle C. Farmer, 
Robert H. Redfearn and Samuel R. Brent. 


WISCONSIN 
MILWAUKEE—John G. Taylor elected asst. vice president 
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and trust officer of MARINE NATIONAL EXCHANGE BANK and 
joins the investment division of the trust department on 
August 1. Taylor holds a degree in economics from Wharton 
School of Finance and Commerce at U. of Pennsylvania, and 
was a senior investment analyst 14 years with the Chicago 
investment counsel firm of Stein, Roe & Farnham. For 12 
years most recently he has been an investment and tax 
consultant. 


WYOMING 


CASPER—Stephen W. Brodine promoted to asst. trust offi- 
cer of First NATIONAL BANK. 


CANADA 


MONTREAL—The RoyaL Trust COMPANY appointed Car- 
man A, Jerry an assistant general manager of the company, 
to be supervisor of Eastern Branches. From new headquar- 
ters in Halifax, Jerry will direct operations in Nova Scotia, 
New Brunswick, Prince Edward Island and Newfoundland. 


ENGLAND 
LONDON—At LLoyps BANK D. H. Turner retired as head 
of the executor and trustee department for a quarter of a 


century. The new general manager is R. C. Battams, assisted 
by J. W. L. Dyer. 





STATES 





MERGERS, NEW TRUST POWERS, 
CHANGE OF NAME 


Decatur, Ala. STATE NATIONAL 
BANK opened its newly authorized trust 
department and appointed John A. Bost- 
wick, Jr. as vice president and trust of- 
ficer in charge. Bostwick, a member of 
the Joint Tax Committee which plans 
the annual Federal Tax Clinic at U. of 
Alabama, is a graduate of Duke U. with 
honors. An experienced tax and estate 
planning attorney he has practiced in 
Birmingham and Guntersville, Alabama 
for the past ten years. 

Bradenton, Fla. — First NATIONAL 
BANK has established a new trust de- 
partment under the direction of Walter 
R. Young as vice president and trust 
officer. Young formerly held that post 
with BANK OF CLEARWATER. 

Ormond Beach, Fla. New trust 
powers have been granted to ORMOND 
BEACH NATIONAL BANK. 


Atlanta, Ga. — 
BANK OF GEORGIA 
announced forma- 
tion of a trust de- 
partment as of 
July 21 and elected 
King D. Cleveland 
as vice president 
and trust officer to 
head the new de- 
partment. An hon- 
or graduate of U. of Georgia Law 
School, Cleveland has had more than 
ten years experience in the trust field 
With CiT1zENs & SOUTHERN BANK of 
Albany, Georgia, most recently as vice 
president and trust officer in charge of 
the trust department. He also was a 
Vice president of the Sowega Business 
and Estate Planning Council. 

Owenton, Ky. — W. T. Forsee, presi- 
dent, has been designated trust officer in 
charge of the new trust department of 
First NATIONAL BANK. Connected with 
the bank some 49 years, Forsee has held 





KING D. CLEVELAND 


, Several positions. 


Bel Air, Md. — Trust powers have 


| been granted to the First NATIONAL 
| BANK. 


Baltimore & Glen Burnie, Md. — Con- 


solidation of BALTIMORE NATIONAL BANK 


and County Trust CoMPANY OF Mary- 
LAND has been approved by stockholders. 
The new bank will operate 56 offices in 
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metropolitan areas of Baltimore and 11 
counties of the eastern shore of Mary- 
land and southern Maryland. After ap- 
proval of the Comptroller of the Cur- 
rency, application will be made to name 
the bank MARYLAND NATIONAL BANK. 


New York, N. Y. — CHEMICAL BANK 
NEw YorK TruUST Co. plans to move 
its personal trust and trust investment 
departments from 100 Broadway to the 
50-story office building at 277 Park Ave- 
nue, upon which construction is to be 
started within a few months. In addi- 
tion to having its personal trust and 
investment management facilities up- 
town for greater convenience of cus- 
tomers of these departments, the bank 
will maintain a banking office. 

Shareholders of LONG ISLAND TRUST 
Co. (Garden City) and CHEMICAL BANK 
NEW YorK TRUST Co. approved merger 
of the former into the latter. Frederick 
Hainfeld, Jr., president of Long Island 
Trust, will become a vice president. 


Ardmore, Okla. — EXCHANGE NATION- 


AL BANK changed its name to EXCHANGE 
NATIONAL BANK & TRustT Co. 


Durant, Okla. — DuRANT NATIONAL 





TRUST NEW BUSINESS MAN 


Excellent opportunity for qualified and 
personable young man with some experi- 
ence to aid Trust Officer in developing new 
business and to assume number two posi- 
tion in small, but rapidly growing Trust 
Department in Ohio bank. Kindly submit 
full particulars, background, experience 
and approximate required salary range. 

Box H-18-6, Trusts and Estates 

50 East 42nd St., New York 17 








ADMINISTRATIVE OFFICER 


Medium size Trust Department, Eastern 
Pennsylvania, needs capable Assistant 
Trust Officer for administrative duties. Ex- 
perience in administration of Guardian- 
ships and Estates of Decedents required. 
Well established department. Send photo, 
resume and salary requirement. 


Box H-18-2, Trusts and Estates 





50 East 42nd St., New York 17 
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Our Trust Department activities are rapidly expanding, resulting in 
the creation of exceptional opportunities for qualified applicants. 


TRUST ADMINISTRATORS—Minimum of two years’ experience 


in administration of trusts and estates, plus business development 


PROPERTY MANAGER—Substantial experience in acquisition, 


sale, and maintenance of properties required. 


SECURITIES RESEARCH SUPERVISOR—Seven years’ ex- 
perience in Securities Division of a large Trust Department, includ- 
ing some supervisory responsibility, required. 


Attractive salary and employee benefits offered. 


Please send resume, including salary data, to 


Box H-18-1, Trusts and Estates 
50 East 42nd St., New York 17 
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BANK changed its name to DURANT Na- 
TIONAL BANK & TRUST CoO. 

Harrisburg, Pa. — DAUPHIN DEPOSIT 
Trust Co. merged with CAMP CURTIN 
TrusT Co. under charter and title of the 
latter, with branches at the present of- 
fices of Camp Curtin Trust Co. 

Bryan, Tex. — CiTy NATIONAL BANK 
has been granted trust powers. 

Charlottesville & Waynesboro, Va. — 
Stockholders have approved merger of 
CITIZENS WAYNESBORO BANK & TRUST Co. 
with PEOPLES NATIONAL BANK of Char- 
lottesville, subject to approval of the 
Comptroller. 

Frankfurt A.M., Germany — DREsD- 
NER BANK has established a trust de- 
partment to extend its fiduciary services 
to personal estates and trusts and in- 
vestment management. Mr. W. Broder- 
sen, assistant manager, will head the 
new division, according to recent advice 
from the bank’s head office in Frankfurt. 


& & SA 


IN MEMORIAM 


Brooklyn, N. Y. — Chester A. Allen. 
chairman of the board and former head 
of the Trust Department of KINGS 


CouNTY Trust Co. 


Providence, R. I. — ERNEST D. BERN- 
HARD, trust officer, INDUSTRIAL NATIONAL 
BANK. 





ON ANY 
BANKING 
OR TRUST 

MATTER IN 
PHILADELPHIA 


... We Offer 
you full use 
of our 
fiduciary 
services. 





PROVIDENT 
TRADESMENS 
Bank and Trust Company 
Trust Division: 
Seventeenth and Chestnut Streets 
Philadelphia.3 
LOcust 4-3000 
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S EXECUTIVE PLACEMENT 3 


Individuals seeking positions in trust 
departments may have free listing 
(maximum seven lines). Responses 
to listings should be addressed to the 
Code number shown, care of “Trusts 
and Estates,” for forwarding. 


Trust Officer, B.S.C. LL.B., Attorney 
and Accountant; 10 years administrative 
experience, including cost accounting, 
taxes, estate planning, probate and in- 
vestment phases; middle thirties; mar- 
ried with family. 18-3 

Trust Officer, LL.B., head of medium 
size department, wishes opportunity for 
advancement in new location, experienced 
in new business development, willing to 
organize new trust department and train 
personnel. 18-4 


Practicing attorney in Boston with 
substantial experience in administration 
and settlement of estates and knowledge 
of estate, inheritance and income tax 
laws desires career with progressive 
trust company or department with ex- 
cellent prospects for growth and ad- 
vancement. 18-5 


Investment officer, late thirties. Broad 
experience analysis, account review, ad- 
ministration and counseling. Desires re- 
sponsible position growing department. 
Western states preferred. 17-3 


A A A 


FIDUCIARY ASSOCIATIONS 
ELECT 


Corporate Fiduciaries Association of 
Southern Illinois: 
President: Warren Burgard, assistant 
trust officer, First National Bank, Belle- 


‘ ville 


Vice Pres.: Woodrow Baltz, president, 
First National Bank, Millstadt 

Secretary: Martin Lange, assistant 
cashier and assistant trust officer, Ed- 
wardsville National Bank & Trust Co. 

Treasurer: James Jolley, Illinois State 
Trust Co., East St. Louis 


Corporate Fiduciaries Association of St. 
Louis: 


President: Charles N. Welsch, Jr., 
trust officer, Mercantile Trust Co. 

1st V.P.: Hord W. Hardin, vice presi- 
dent, St. Louis Union Trust Co. 

2nd V.P.: Walter H. Hill, president 
and trust officer, North St. Louis Trust 
Co. 

Secretary: Robert E. Fischer, assistant 
trust officer, Boatmen’s National Bank 

Treasurer: Richard J. Kempland, as- 
sistant trust officer, St. Lovis County 
National Bank 


Fiduciary Committee, 
Bankers Association: 


Massachusetts 


Chairman: John Wallace, vice presi- 
dent, National Shawmut Bank of Boston 





Columnist George Barclay, recently elected 
Mayor of Lloyd Harbor, Long Island, shown 
at entrance to his office. 





Corporate Fiduciaries Association of Al. 
legheny County, Pittsburgh, Pa.: 


President: Elmer A. Doege, vice presi- 


dent, Western Pennsylvania National 
Bank 
Vice Pres.: William R. Balph, vice 


president, Pittsburgh National Bank 
Sec.-Treas.: Henry C. Flood, Jr., trust 
officer, Pittsburgh National Bank 


Corporate Fiduciary Association of Hous- 
ton: 


President: Abner L. Lewis, Jr., trust 
officer, National Bank of Commerce 

Vice Pres.: Leslie C. Lewis, vice presi- 
dent and trust officer, Texas National 
Bank of Houston 

Sec.-Treas.: George F. Neff, trust off- 
cer, First City National Bank 


Trust Division, Utah Bankers Associa- 
tion: 

President: Claron Spencer, vice presi- 
dent and trust officer, Zions First Na- 
tional Bank, Salt Lake City 

Vice Pres.: Kay Young, vice president 
and trust officer, First Security Bank of 
Utah, N.A. 

Secretary: Bert Elg, assistant trust 
officer, Continental Bank & Trust Co. 

Treasurer: W. W. Leatham, assistant 
trust officer, Walker Bank & Trust Co. 


Trust Division, Vermont Bankers Asso- 
ciation: 

Chairman: Mrs. Madelyn S. Davidson, 
assistant vice president, Montpelier Na- 
tional Bank. 

Vice Chm.: Paul C. Ballou, assistant 
trust officer, Vermont Bank & Trust Co. 
Brattleboro 

Sec.-Treas.: Elmer E. Pierce, treas- 
urer, assistant trust officer and clerk, 
Bellows Falls Trust Co. 


A A A 


e Trust funds under administration by 
Elder’s Trustee & Executor Co., Ltd. 
Adelaide, South Australia, reached the 
all-time high of £27,408,011 (book value) 
at the end of the fiscal year, March 31, 
1961. New business amounting t0 
£3,865,761. 
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Sy RAYMOND F. GREGORY 


Battle. Fowler, Stokes & Kheel, New York 


Books 


Estate Planning 


A. JAMES CASNER. Little, Brown and Co., 

Boston (2 volumes; $30.00). 

Professor Casner’s work is so well 
known in the estate planning field that it 
would be presumptuous of this reviewer 
to offer a summary of its contents to 
the readers of this periodical. However, 
as to this new edition, certain of its 
innovations may be safely commented 
upon. Extensive developments in this 
field have necessitated a complete re- 
writing of substantial sections of the 
text, which was last revised in 1956, and 
recurrent problems relating to the in- 
come taxation of estates have required 
the addition of a chapter on that sub- 
ject. 

The sample estate plans have also 
been revised in order to reflect the last 
five years’ developments. As to its for- 
mat, Federal and state statutory ma- 
terials and Treasury regulations, which 
were placed in the footnotes in previous 
editions, have been placed in appendices 
and cross referenced to the pages where 
cited. As a result of the rewritings, the 
additions, the revisions, and the change 
of format, the former work of a single 
volume of 1100 pages has grown to a 
two volume, 1600 page study. 


Twelfth Annual Institute on Oil and 

Gas Law and Taxation 

The Southwestern Legal Foundation. Matthew 

Bender & Co., 255 Orange St., Albany (548 pp.; 

$18.50). 

The proceedings of this year’s Insti- 
tute have been grouped under two head- 
ings — “Legal Problems in the Natural 
Gas Industry” and “Taxation Problems 
in Oil and Gas.” Under the former 
heading the effect of the recent Federal 
Power Commission decision in the Phil- 
lips Petroleum case and trends in public 
utility regulation receive extensive cov- 
erage. 

A timely study on the sale of gas 
leasehold interests is included among 
the other papers on the gas industry, 
and of particular interest to the readers 
of TRUSTS AND ESTATES is a documented 
and expanded paper based on a lecture 
presented by Frank L. Mallory entitled 
“Oil and Gas Interests Held by Fidu- 
ciaries.” He hes analyzed the duties of 
trustees, executors, administrators, and 
guardians in respect to various types of 
oil and gas interests and has discussed 
such common problem areas as_ the 
authority to lease and develop, delega- 
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tion of duties, and the allocation of re- 
ceipts between principal and income. 

The second grouping of papers deal- 
ing with various aspects of oil and gas 
taxation, examines tax problems con- 
fronting fiduciaries, depletion in gas pro- 
duction, and the sale of gas rights with 
the retention of oil rights. 


Growth and Prosperity Without In- 
flation 


JOHN P. WERNETTE. Ronald Press Co., New 
York 10 (143 pp.; $3.75). 


The author presents the numerous fac- 
tors and their interrelationships which 
enter into attainment of the goals men- 
tioned in the title which, in turn, may be 
advanced or deterred by what happens 
in both public and private sectors of 
the economy. The study, made under 
sponsorship of the Upjohn Institute for 
Employment Research, does not attempt 
to predict what will occur but rather 
outlines the role of the numerous ele- 
ments which contribute to equilibrium or 
disruption of orderly progress. Among 
the author’s observations, however, is 
his rejection of the possibility of run- 
away inflation in the foreseeable future, 
despite evidence that individuals will not 
forego actions of self-advantage and 
place statesmanship first. 

T.L.F. 


ARTICLES 


Deductibility of the Widow’s Allow- 
ance Under the Marital Deduction 
MARTIN BERLIN and MICHAEL H. TESTA. 


New York University Law Review, June, 1961 
(Washington Square So., New York 3; $2.00). 


Since every state has statutory pro- 
visions protective of the widow and a 
decedent’s family during the period of 
administration of the estate, it would 
appear that the question as to the de- 
ductibility of the widow’s share from 
the adjusted gross estate would have 
long ago been settled if for no other 
reason than as a result of the fre- 
quency with which the issue has arisen. 
But the courts have not reached agree- 
ment. If deductible, the widow’s allow- 
ance is deductible only under the marital 
deduction, and the authors have there- 
fore analyzed the issue of deductibility 
from the view point of the basic re- 
quirements of Section 2056 — the pass- 
ing requirement and the terminable in- 
terest rule. The note is extensively docu- 
mented. 


Integration of Benefit Formulas in 
Pension-Mergers 
J. D. HAMMOND. Journal of American Society 
of Chartered Life Underwriters, Summer, 1961 
(266 S. Bryn Mawr Ave., Bryn Mawr, Pa.; 
$1.50). 
The merger of two business firms, each 
having its own pension plan, more often 
than not necessitates modification of the 


provisions of either or both plans. The 
most significant of the provisions sub- 
ject to revision are the benefit formulas, 
and one of the primary considerations of 
the successor firm, is the equitable treat- 
ment of all employees in regard to past 
service. Based on data obtained from a 
questionnaire sent to a number of merged 
firms, the author discusses some of the 
solutions to the past service problem and 
other pension factors involved in a 
merger. 


Minors and the Custodial Device 


Estate Planners Quarterly, June, 1961 (215 W. 
34th St., New York 1; annual subscription, 
$10.00). 

The necessity of making adequate pro- 
vision for minors has always been a 
cause of consternation to the estate plan- 
ner. Lack of legal status makes outright 
ownership of property by a minor im- 
practical, and the use of a legal guar- 
dianship or a trust frequently proves 
inadequate to the task. The adoption by 
all 50 states of the “Gifts of Securities 
to Minors Act” or the “Uniform Gifts 
to Minors Act,” has effected a remedy 
to the estate planner’s plight. The pro- 
visions and some of the tax ramifica- 
tions of the latter of the two acts is 
subject of a brief and general review 
in this article. 


Charitable Giving Through Private 

Foundations 

WILLIAM R. HUEY, Jr. Journal of American 

Society of Chartered Life Underwriters, Sum- 

mer, 1961 (266 S. Bryn Mawr Ave., Bryn Mawr, 

Pa.; $1.50). 

The practical reasons for establishing 
a private charitable foundation and its 
place in the planned estate are the sub- 
jects discussed in this article. The basic 
principles involved in its creation and 
operation are reviewed, for if the private 
charitable foundation is established and 
managed in accordance with certain re- 
quirements, it will enjoy, from the stand- 
point of taxes, the same favorable posi- 
tion as its public counterpart. However, 
if its tax exempt status is to be main- 
tained, certain ground rules must be ob- 
served, and the author concludes his 
article with a concise statement of the 
most significant of these rules. 


The Klauber Case 


RICHARD B. COVEY. Tax Counselor’s Quar- 
terly. June, 1961 (165 N. Archer Ave., Munde- 
lein, Ill.; annual subscription, $15.00). 

The Tax Court in the Klauber case 
held that the value of a limited power, 
retained by the decedent as a co-trustee, 
to distribute the principal of a trust to 
the income beneficiaries was includible 
in his gross estate. The author subjects 
the decision to his customary analytical 
as well as critical study and undertakes 
to examine all its implications in the 
taxation of inter vivos transfers. 
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ESTATE TAX 


Cash award for dower qualifies for 
marital deduction. Decedent’s widow re- 
nounced will and claimed dower interest, 
entitling her to life estate in one-third of 
real estate. Some of property was held 
jointly and as tenant in common with 
third person. Widow brought action to 
have each of parcels of real estate sold 
and her dower paid to her in cash. Value 
of dower was determined and ordered 
paid to her in cash. Realty was not actu- 
ally sold. Estate claimed marital deduc- 
tion for value of dower. District Court up- 
held Commissioner on theory that realty 
was not “sold” in compliance with state 
statute so that award did not represent 
statutory interest in lieu of dower for 
marital deduction purposes. Estate ap- 
pealed. 

HELD: District court reversed. Fix- 
ing of value of real estate by stipulation 
instead of by sale was not sufficient devi- 
ation from statute to prevent treatment 
of sum of money, which widow eventually 
received, as her statutory interest in lieu 
of dower. Moreover, interest was not 
terminable in court’s view. If what wi- 
dow received was dower interest in real 
estate, it would under state law be life 
interest in real estate and terminable. If, 
however, interest in property which 
passed to widow was cash, it was not 
terminable. Court looked to what widow 
actually received and not to what she 
was technically entitled to receive. D. J. 
Dougherty. Exr. v. U.S., 6th Cir., July 
10, 1961. 


Nebraska widow’s allowance does not 
qualify for marital deduction. Under de- 
cedent’s will, surviving spouse received 
specific bequest, and residue of estate 
was left to charity. Widow made applica- 
tion to state court for widow’s allowance. 
Under Nebraska law, widow has right 
to allowance for “maintenance during 
the progress of the settlement of the 
estate,” for period not in excess of one 
year. Should widow die during period of 
administration, her allowance would 
cease. State court ordered allowance of 
$2,000 per month for period not to ex- 
ceed year. Estate claimed marital deduc- 


tion for $24,000 which was disallowed by . 


Commissioner. District Court allowed 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


refund on theory that since property 
consisted only of those sums actually 
paid to widow, property is consumed and 
cannot pass to some one else as termin- 
able interest. Commissioner appealed. 
HELD: District Court reversed. In 
determining whether property interest is 
terminable, interest must be viewed as 
of time of decedent’s death. If widow 
had died during period she was entitled 
to allowance, her right to further pay- 
ments would have ceased. Terminated in- 
terest would then pass to charity under 
residuary clause. Widow’s allowance 
being thus terminable did not qualify for 
marital deduction. U. S. v. L. M. Quivley, 
Co-Exr., 8th Cir., June 30, 1961. 


No deduction allowed for state death 
taxes on charitable bequest. Decedent’s 
will provided that all taxes were to be 
paid from residue of estate. Will further 
provided that residue was to be divided 
among charitable and individual legatees. 
Estate elected under Section 2053 (d) of 
1954 Code to take deduction for state 
inheritance taxes paid on charitable be- 
quests. Commissioner disallowed deduc- 
tion on ground that there was no show- 
ing that savings in estate taxes resulting 
from this treatment would inure solely 
to benefit of charitable legatees. 

HELD: For Commissioner. Although 
state court had held that savings would 
inure solely to benefit of charities, decree 
was obtained in nonadversary proceed- 
ing. Consequently, tax court is not 
bound by this ruling. It found independ- 
ently that savings resulting from deduc- 
tion of state inheritance taxes on chari- 
table bequests would not inure solely to 
benefit of charities, since noncharitable 
legatees shared in residue from which 
taxes were payable. Deduction for state 
death taxes on charitable bequest was, 
therefore, denied. Est. of Darbington v. 
Comm., 36 T.C. No. 62, June 30, 1961. 


INCOME TAX 


Grantor taxable on capital gains of 
“grantor” trust. Discoverer of Dead Sea 
Scrolls conveyed them to trust, reserving 
all income to himself. He further pro- 
vided that 90 per cent of principal was 
to be disposed of as he directed from 
time to time. Trustees were himself and 
non-adverse party. Trust was then later 








amended giving grantor life income of 
$10,000 annually, in addition to other 
rights. Two years later, scrolls were sold 
by trust at substantial gain. Commis- 
sioner taxed gain to grantor. 

HELD: For Commissioner. Trust is 
“orantor” trust since income of trust 
could, without consent or approval of 
adverse party, be distributed to grantor 
or held or accumulated for future dis- 
tribution to him. Capital gain from sale 
of scrolls was taxable to grantor. Arch- 
bishop Samuel Trust v. Comm., 36 T.C, 
No. 661; June 30, 1961. 


Payments to widow of officer-stock- 
holder treated as taxable. Taxpayer's 
husband was president and stockholder 
of closely held corporation at time of his 
death. After husband’s death, taxpayer 
was elected director of corporation and 
for approximately 22 months thereafter 
was paid monthly amounts equivalent to 
her deceased husband’s salary. Commis- 
sioner included payments in widow’s in- 
come. 

HELD: For Commissioner. Nothing in 
minutes of board of directors indicated 
any gratuitous intent. In fact, they speci- 
fied that salary payments were to be 
continued after deceased husband’s death 
“in recognition of long and loyal serv- 
ice” to corporation. Facts thus negate 
any intention of gift to widow. Martin v. 
Comm., 36 T.C. No. 56; June 21, 1961. 


Corporate treatment of payments to 
deceased officer’s widow. Decedent had 
been founder and president of taxpayer 
corporation. From time of his death in 
1950 through 1957, taxpayer paid the 
widow $50 per week. Until 1956, pay- 
ments were classified as gratuities. As 
result of revenue examination for 1953- 
1955, at which time deduction was ques- 
tioned, payments for 1956 and 1957 were 
designated as officer’s salary. Commis- 
sioner disallowed deductions. 

HELD: For Commissioner. History of 
treatment of payments evidenced taxpay- 
er’s true intention not to consider pay- 
ments as salary continuation for serv- 
ices rendered. Moreover, taxpayer real- 
ized that terminal date for salary con- 
tinuation payments for limited period 
had been reached before 1956. Davis Co. 
v. Comm., T.C. Memo.; 1961-209. 
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Donor of stock taxable on dividend 
paid donee-owner after record date. Cor- 
poration declared dividend on April 17 
payable on May 10 to stockholders of 
yecord as of that date. On May 9, com- 
pany’s two principal stockholders trans- 
ferred some of their stock to their chil- 
dren. Children reported dividends re- 
ceived by them on their tax returns. 
Commissioner charged donors with divi- 
dend income. 

HELD: For Commissioner, Court con- 
cluded that under applicable state law 
in New Jersey, stockholder-donors re- 
ceived vested right to dividend upon date 
of declaration, regardless of specification 
of record date. Thus, in giving away 
stock, parents were transferring rights 
to fully earned income, and are taxable 
on that income. Smith Est. et al. v. 
Comm., 3rd Cir., June 30, 1961. 


REVENUE RULINGS 


Estate Tax: Airplane accident insur- 
ance proceeds includible in estate. Dece- 
dent purchased accident insurance policy 
at airport terminal. He mailed policy to 
named beneficiary. Estate contends that 
while decedent was in flight, he could 
not change beneficiary, so that at time 
of his death, he retained no incidents of 
ownership in policy. 

Services rules that proceeds are in- 
cludible in estate. Decedent was only one 
who possessed incidents of ownership. 
Since he had right to determine ultimate 
beneficiary, he had power until his death 
to determine ultimate distributee. It is 
immaterial whether he could have exer- 
cised this right at any particular time. 
Rev. Rul. 61-123, I.R.B. 1961-27, p. 13. 


Estate Tax: Failure to designate on 
return election to use alternate valuation 
date does not necessarily preclude its use. 
Executor failed to designate election to 
use alternate valuation date by marking 








A 


Checking through Trust Department files at 
First National Bank of Arizona in Phoenix 
is Joseph T. Rich, Jr., law student at the 
University of Arizona in Tucson. Following 
a pattern established several years ago, 
Robert F. Dewey, vice president and senior 
trust officer, requested the University to 
select a law student who would like to 
learn and earn” at First National Bank 
during the summer months. Rich has been 
working with various trust officers in trust 
administration, estate planning, taxes, and 
accounting. 
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box in item 23 of General Instructions on 
return. Values for property, however, 
were shown in appropriate schedule un- 
der column headed “Alternate Value.” 
Computation of tax and taxable estate 
were determined on alternate basis. 

Service rules that whether election has 
been made to use alternate valuation 
must be determined from all facts dis- 
closed in estate tax return. Under facts 
here involved, alternate valuation basis 
may be used. Rev. Rul. 61-128, I.R.B. 
1961-28, p. 7. 


Estate Tax: Time of creation of power 
to appoint insurance proceeds. Decedent’s 
husband entered into agreement with in- 
surance company in 1935 giving her gen- 
eral power of appointment over insur- 
ance proceeds. He retained privilege of 
altering or revoking agreement. He died 
in 1948, and decedent died in 1955. 

Service announces that it will follow 
ruling in U. S. v. W. H. Turner, Exrex., 
61-1 U.S.T.C. § 11, 999 (C.A.-8), which 
holds that power was created when in- 
sured entered into revocable agreement, 
and not upon his death, at which time 
his privilege of revocation ceased. Thus, 
proceeds are not taxable as part of de- 
cedent’s gross estate, because decedent 
died in 1955 without having exercised 
power, and Section 2041(a) (1) of 1954 
Code provides for inclusion of general 
power of appointment created on or be- 
fore October 21, 1942, only if such power 
was exercised under certain conditions. 
Service will revoke prior Revenue Ruling 
278, 1953-2 C.B. 267 to contrary, and 
will give consideration to conforming 
Reg. § 20.2041-1(c) to Turner decision. 
Rev. Rul. 61-129, I.R.B. 1961-28, p. 7. 


Income Tax: Exempt pension plan not 
disqualified by providing “incidental” 
death benefits. Under employees’ pension 
plan, pension is paid to widow and minor 
children of employee where he dies 
while in service of employer and between 
ages 60 and 64, having completed 20 or 
more years of service with 15 of such 
years being under plan. Widow’s benefit 
is payable until death or remarriage, and 
each surviving child not over 18 is paid 
benefit until attaining age 19. Such bene- 
fits are, in fact, based upon 50 per cent 
of “anticipated retirement income,” 
which is pension that would have been 
payable to participant at normal retire- 
ment date if he had continued in service 
to that date and continued earning com- 
pensation in effect at his death. 

Service rules that actuarial computa- 
tions show that value of widow’s benefit 
generally would not exceed reserve ac- 
cumulated for employee’s retirement 
benefits under level premium method of 
funding similar to that used in typical 
retirement contracts. They, therefore, 
may be regarded as “incidental” benefits, 
and as such, will not disqualify plan. 
Rev. Rul. 61-121, I.R.B. 1961-27, p. 9. 


Death Taxes Reach Record 
High 

Death taxes paid to the federal gov- 
ernment reached new highs in 1959, ac- 
cording to Commerce Clearing House. 
Amounts totalling $11,648 million were 
reported for gross estates of citizens and 
resident aliens on returns filed in 1959, 
representing an increase of 13.2 per cent 
over 1957. Taxable estates increased by 


Components of Gross Estates: 1959 


Other 






Notes 


Property Annuities ond 
Life Insuronce 
Mortgoges ond 


Corporate Stock 
43% 


Courtesy Commerce Clearing House 


7.1 per cent to $4,651 million. The rise in 
taxable estates on these returns resulted 
in a record tax of $1,186 million. 

Corporate stock represented 43 per 
cent of gross estates. Other estate assets 
and their percentages were: real estate, 
21 per cent; cash, 10 per cent; bonds, 9 
per cent; annuities and life insurance, 
6 per cent; mortgages and notes, 4 per 
cent; other property, 7 per cent. 
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FIDUCIARY 
DECISIONS 








CHARITABLE ‘TRUSTS Attorney 
General May Not Make Unreason- 
able Demands of Trustees for Trust 
Records 


Washington—Supreme Court 


State v. Taylor, 158 Wash. Dec. 246. 


In 1958 the Attorney General, after 
demanding of the Trustees of the Perry 
Trust, a charitable trust, records of all 
principal, income and _ disbursements, 
records of all property held in trust and 
transactions involving the same, records 
of changes in the administration of the 
trust, records of legal actions involving 
the trust and information as to the status 
and operation of the Perry Institute from 
the inception of the trust to date, and, 
after refusal by the trustee to furnish 
these records, brought this action for an 
accounting. 


The trust was created in 1939 to es- 
tablish and endow an institution to pro- 
vide technical training for specified voca- 
tions. The trust instrument requires 
trustees to keep full accounts, to have 
their accounts audited annually, and to 
publish condensed financial statements in 
a newspaper immediately thereafter. 
There was no allegation of mismanage- 
ment or of failure to follow the require- 
ments of the trust instrument. The trus- 
tees demurred. The Trial Court sustained 
the demurrer and dismissed the action. 
The Attorney General appealed. 


HELD: Affirmed. The Attorney Gen- 
eral has the duty of representing the 
public interest in the enforcement of 
charitable trusts, and he may maintain 
an action against the trustees of a chari- 
table trust to obtain information con- 
cerning its administration provided the 
demand is not unreasonable in the cir- 
cumstances. The demands made by the 
Attorney General did not constitute a 
reasonable and proper request for an 
accounting. The furnishing of the rec- 
ords demanded would be exceedingly 
burdensome. In the absence of statutory 
authorization, the Attorney General can- 
not demand the continuing communica- 
tion of information and unreasonable 
duplication of records. The Attorney 
General’s power to enforce charitable 
trusts is co-extensive with,‘but no broad- 


er than, the enforcement powers en-— 


joyed by beneficiaries of private trusts. 


746 


CHARITABLE TRUSTS — Cy Pres Not 
Applicable but Location of School 
Could Be Changed 


South Carolina—Supreme Court 

Furman University v. McLeod, Attorney Gen- 

eral, filed July 5, 1961. 

By deed of December 25, 1854, the 
trustees of the Greenville Academy con- 
veyed to Furman University certain 
lands in the town of Greenville, S. C., in 
trust, the applicable trust provision 
reading: “The trustees of the said Fur- 
man University shall in all time to come 
keep up and maintain a male and female 
school in the village of Greenville, where 
all the branches of education usually pur- 
sued in a male and female academy 
shall be taught .. .” 


Greenville having grown from a town 
of about 1300 people to an area with a 
metropolitan population of over 200,000, 
and the real estate involved being only 
two blocks from the primary business 
district of the city, after careful and 
long consideration, a site approximately 
five miles north of the Greenville court- 
house was selected, and one thousand 
acres purchased for the re-location of 
Furman University. The re-locating hav- 
ing been made and the downtown real 
estate being offered for sale or develop- 
ment by the university, this action was 
brought by the Attorney General, repre- 
senting the people, to construe the deed 
above referred to and to determine 
whether a title in fee simple could be 
conveyed by the trustees, free of re- 
striction or burden of trust. 

The lower court found that the pur- 
pose of the grantors was to insure the 
establishment and maintenance of a 





school in the vicinity of Greenville, ang 
held that there was no_ requirement 
either that the university should be on 
the specific property conveyed or within 
the confines of the town as it then ex. 
isted. The court noted that there was 
no provision for reversion of title to the 
land in question, and it would be un. 
reasonable to suppose that the grantors 
intended that the school should forever 
remain within the confines of the then 
small village of Greenville. The plaintiff 
produced ample proof of the need to 
“deviate from the strict terms of the 
trust if it be a deviation, in order to 
accomplish and fulfill the intent and 
purposes of the conveyance...” 

The cy pres doctrine, even though not 
recognized in South Carolina, had no 
application, the court held, as there was 
no diversion of the trust and no transfer 
of assets to a different charity or to a 
different purpose. 

HELD: Affirmed. 


FIDUCIARIES — Effect of Refusal of 
Consultant to Cooperate with Trus- 
tee 


California—District Court of Appeal 

Estate of Gilmaker, 192 A.C.A. 598 (May 26, 

1961). 

Trustee bank was required by will and 
decree of distribution to consult with 
testator’s son Joseph prior to sale or 
other disposition of property or invest- 
ment of trust funds. No investment could 
be made if consultant disapproved. Trus- 
tee filed a petition stating that it had 
repeatedly proposed to consultant the re- 
investment of trust funds held in sav- 
ings account and that consultant had re- 
jected all such proposals. Petition asked 
the court to make an order instructing 
«he trustee as to further exercise of its 
power to invest trust funds. 


Lower court held that trustee was re- 
quired to obtain Joseph’s written ap- 
proval of investments, that it was duty 
of trustee to suggest program of invest- 
ment and to comply with any written 
instructions which consultant might give 
relating to selection of banks in which 
trust funds should be deposited. 


HELD: Affirmed. This was a subject 
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matter concerning which trustee could 
proper! petition for instructions under 
Section 1120, Probate Code. Court had 


jurisd:: ‘ion. Bank did not seek, and 


court id not have power, to modify 
decree «f distribution. There was no at- 
tempt »y the bank in filing petition to 
violate its duties as trustee. 


Notr.. Result of case seems to be that 
the trustee was left exactly where it 
was before the petition was filed. 


Joint TENANCY — Savings Certifi- 
cate Held Separate Property of De- 
cedent 


Texas—cCourt of Civil Appeals 

East Texas Savings and Loan Association v. 

Davis, 346 S.W. 2d 178. 

Decedent devised “‘all the rest and resi- 
due” of his estate in equal shares to his 
surviving wife and his daughter by a 
previous marriage. The wife claimed the 
entire interest in a savings and loan 
association certificate purchased by de- 
eedent in his own name before his mar- 
riage to his surviving wife; after this 
marriage the decedent and his wife had 
executed a signature card stating that 
the certificate was held by decedent and 
his wife as joint tenants with right of 
survivorship and not as tenants in com- 
mon. The trial court upheld the wife’s 
claim. 

HELD: Reversed. The decedent re- 
tained complete control over the savings 
and loan certificate at all times, and 
there is no evidence of a gift from de- 
cedent to his wife. Furthermore, the 
joint operation agreement was not 
acknowledged as required by law. Ac- 
cordingly, the certificate remained the 
separate property of the decedent and 
passed under his Will in equal shares to 
his wife and daughter. 

COMMENT: Following the decision of 
the Supreme Court of Texas in Hilley v. 
Hilley, 342 S.W.2d 565, the court held 
a joint tenant with right of survivorship 
agreement inapplicable to certificates 
owned by decedent and his wife as com- 
munity property. 


JURISDICTION — Probate Court has 
no Power to Determine Whether 
Joint Tenancy Property was Ac- 
tually Community 


California—District Court of Appeal 

Estates of Rosa and Luigi Scarlata, 193 Adv. Cal. 

App. 34, 40 (June 12, 1961). 

Rosa Scarlata died shortly after the 
death of her husband Luigi. Bank was 
executor under both wills. At Luigi’s 
death property he and Rosa had acquired 
during their marriage was held in joint 
tenancy. Executor filed petition for in- 
structions relative to administration of 
its trust under Probate Code Section 588, 
alleging that the property of the Scar- 
latas, although held in joint tenancy, 
Was actually ‘community property and 
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that Luigi had died leaving community 
debts which his estate was unable to pay. 

Some, not all, of the same claims were 
filed against Rosa’s estate. Executor 
asked instructions that it might treat 
all claims, whether presented in one or 
both the estates, as community obliga- 
tions of the husband and wife, for which 
both estates would be liable. Probate 
Court found the property held in joint 
tenancy to be in fact community and 
ordered resort to both estates to pay 
Luigi’s debts. 

HELD: Reversed. The matters pre- 
sented to the court were not within its 
jurisdiction. While it might be equitable 
for creditors to follow the property on 
the faith which they had extended credit 
to Luigi into the hands of Rosa’s execu- 
tor, the Probate Court, having no equity 
jurisdiction, could not make such a de- 
termination. 


LIFE TENANT & REMAINDERMAN — 
Income Beneficiary had Broad 
Power of Consumption 


Missouri—Supreme Court 
Morisseau v. Biesterfeldt, 345 S.W. 2d 210. 


Plaintiff brought action against the 
administrator of his brother’s estate for 
an accounting to recover more than $11,- 
000 as proceeds from the sale of assets 
which he claimed as remainderman un- 
der his sister’s will upon the death of his 
brother, the life tenant. Plaintiff’s evi- 
dence showed that during the brother’s 
life tenancy most of the stock which had 
been part of the sister’s estate had been 
sold and that most of the proceeds had 
been deposited in the life tenant’s bank 
accounts and that some had gone to re- 
pay a specific loan. 

The sister’s will gave the life tenant 
the “right and power in him to sell, 
lease, pledge, hypothecate, invest and re- 
invest all or any part thereof, and to 
use, employ or dispose of the same, 
whether corpus or income, as he may 
deem necessary for his proper support 
and maintenance.” [Italics added.] 

Trial chancellor dismissed the action, 
and plaintiff appealed asserting that the 


evidence established his right to a money 
judgment. 


HELD: Reversed and remanded to 
give plaintiff an opportunity to amend 
his petition and proceed at law. Plain- 
tiff’s contention that the will gave the 
life tenant power to consume corpus 
only in the event it became reasonably 
necessary for him to do so — an event 
which had not occurred because the 
evidence showed he had not first con- 
sumed his own separate assets — is 
untenable. The testatrix specifically made 
her brother’s power to consume all or 
part of the corpus dependent upon his 
own personal opinion that it was neces- 
sary for his proper support. 

Even though the evidence showed that 
plaintiff was entitled to a money judg- 
ment for a credit balance in a bank ac- 
count, being unused funds obtained from 
sale of life estate assets, the fact that 
it also disclosed that plaintiff was not 
entitled to equitable relief deprived the 
equity court from entering a judgment 
determining plaintiff’s rights at law. In 
view of defendant’s initial protest that 
plaintiff’s action was at law and not 
in equity, the Supreme Court could not 
treat the matter as a jury waived case 
and direct the trial court to enter a 
money judgment. 


REVOCATION — Will Destroyed in 
Bombing Raid Entitled to Probate 
Despite Testator’s Knowledge of 
Destruction 


New York—Court of Appeals 


Will of Albert Fox, 9 N.Y. 2d 400, 214 N.Y.S. 
2d 405. 


Albert Fox, a German resident, exe- 
cuted a valid will in Germany in 1939. 
The will exercised a general power of 
appointment arising from a testamentary 
trust under the will of his sister Bertha 
Foster. The power was exercised in favor 
of Isabelle Foster Hampton, the petition- 
er in this proceeding. In default of ap- 
pointment, the remainder of the trust 
was to go to the next of kin of Albert 
Fox. 
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In 1948 the trustee of the Foster trust 
was served by the Alien Property Cus- 
todian with an order vesting in the U. S. 
government the entire interest in the 
trust of Albert and his next of kin. In 
1944, Albert’s will which had been de- 
posited for safekeeping with a notary in 
Berlin was destroyed in a bombing raid. 
Albert learned of the destruction from 
his son, Frank, in June of 1945. 


Albert died in 1946 without having 
executed a new will. Mrs. Hampton insti- 
tuted this proceeding for probate of the 
destroyed will. Decedent’s son, Frank, 
testified that his father said the will 
no longer had any object — and that he 
would soon come to the U. S. and ap- 
point the trust to his wife. 


The Surrogate’s Court held that the 
will had been fraudulently destroyed and 
had not been revoked by the decedent, 
and admitted it to probate. The Appellate 
Division reversed on appeal by another 
son of the decedent, on the theory that 
the testator had “orally adopted” the 
accidental destruction of the will. 


HELD: Reversed. The effect of the 
destruction of the will should be governed 
by German law, since Albert was a 
German domiciliary. The effect of a will’s 
destruction materially determines sub- 
stantial rights of the parties and must 
be considered a substantive and not a 
procedural question. However, the con- 
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flicts question need not be decided be- 
cause both German and New York law 
require admission of the destroyed will 
to probate. 

Under New York law, Frank’s testi- 
mony about his father’s “oral adoption” 
of the destruction of the will would not 
ordinarily be admissible. The whole 
course of New York law concerning the 
execution and revocation of wills has 
been to substitute written for oral proof 
and hence to exclude statements and 
declarations of the decedent as to his 
testamentary intentions. Here, even if 
decedent’s declarations are received in 
evidence in contravention of strong pol- 
icy considerations, those declarations do 
not justify denial of the probate of this 
will. 


A will is to be considered fraudulently 
destroyed if it is destroyed by someone 
other than the testator and without his 
authority or direction for the destruction. 
That is the situation here. The legal ef- 
fect of refusing probate on the basis of 
an oral adoption of the destruction would 
be to allow revocation of a will without 
observance of the requisite statutory 
formalities. 

The dissenting judges declared, in 
part, that a decedent who knows of the 
destruction of his will and does nothing 
about it in spite of a reasonable oppor- 
tunity to make a new will has not been 
the victim of a fraudulent destruction 
within the meaning of the statute. 


TAXATION — Estate & Inheritance — 
Taxability of Charitable Remain- 
der Determined by Law at Testa- 
tor’s Death 


Pennsylvania—Supreme Court 
Tracy Estate, 403 Pa. 373. 


Decedent died in 1947, leaving her 
estate to her sisters for life and at the 
death of the survivor of them, to cer- 
tain named charities. The last sister died 
in 1958. Prior to June 1, 1957 testa- 
mentary gifts to charity were subject 
to inheritance tax under the inheritance 
tax act of 1919. The Commonwealth 
claimed a tax on the charitable gifts be- 
cause the right to tax vested before the 
amendment. namely, at the death of de- 
cedent. Under the 1919 act, tax on re- 
mainder interests is not due until the 
remainder vests in possession and enjoy- 
ment and in practice the remainder is 
not valued and the tax assessed until 
that time. The charities contended that 
the amendment was a repeal of the tax 
and operated retrospectively to 1919. The 
lower Court adopted this view. 

HELD: Reversed. The amending act 
was an amendment to and not a re- 
peal of the Act of 1919. The tax be- 
came vested with the death of decedent 
and the fact that payment was postponed 
until a certain event is immaterial. 


A AA 





WILLs — Construction — Cour 
Would Not Rule on Hypothetica| 
Distribution Question 


Florida—District Court of Appeal, 3rd District 
Geistman v. Trusts Under Will of Zimmerman, 
126 So. 2d 576. 

In accordance with the Florida Trust 
Accounting Law, F.S., Chapter 737, the 
testamentary trustee sought a decree 
qualifying her as trustee and seeking, 
in addition, an order determining the 
interest in the trust of an adopted child 
of the deceased. The trust was in favor 
of the widow for life with remainders 
to the testator’s surviving children, 

HELD: All remainders following the 
life estate were contingent, as opposed 
to vested, and hence several events could 
occur which would render useless a de- 
termination of the rights of an adopted 
child as a potential contingent benef. 
ciary. In such case, the Court was with. 
out jurisdiction to enter a declaratory 


decree determining the hypothetical 
question. 
WILLs — Construction — Devise s0 


Long as Widow Remained Single 
Created Determinable Fee 


Texas—Court of Civil Appeals 


Pythian Home for Orphans at Weatherford y. 
Barrow, 346 S.W. 2d 426. 


Will contained the following devise: 


“. . . [ give, devise and bequeath unto 
my wife, . . . so long as she remains 
single, and does not live with some other 
man, nor encumber the property, all the 
property which I may own at the time 
of my death. If my wife should remarry, 
or should live with another man or at: 
tempt to encumber the property, within 
twenty (20) years after my death, then 
title to my property will pass to and vest 
in the Pythian Home for Orphans at 


Weatherford, Texas, their successors or 
assigns.” 
Decedent’s wife subsequently died 


testate, and the Orphans’ Home brought 
suit to determine the interest taken by 
the wife under her husband’s Will. The 
trial court held that the wife received 
a determinable fee. 

HELD: Affirmed. The law favors the 
first taker and will construe the words 
of a will to grant the first taker the 
greatest estate which the words, by a 
fair construction in harmony with the 
will as a whole, are capable of passing. 


WILLs — Construction —. Double 
Survivorship Not Required for 
Vesting of Remainder 


Texas—Court of Civil Appeals 
Crowley v. Vaughan, 347 S.W. 2d 12. 


Testator devised his estate in trust for 
life of his wife. Upon his wife’s death 
the trust was to terminate and be dis- 
tributed in equal shares to testator’s 
daughter and grandson. If either the 
daughter or grandson died before the 
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wife without issue, the surviving re- 
mainderman was to take the entire trust. 
The grandson died without issue before 
the wife; the daughter then died with- 
out issue; and finally the wife died. The 
trial court held that the daughter’s re- 
mainder interest was vested and subject 
to defeasance only upon her death be- 
fore the grandson and the wife. There- 
fore, the remainder interest passed un- 
der the daughter’s will to her husband. 

HELD: Affirmed. The only provision 
for defeasance was if either the daugh- 
ter or grandson died before the testator’s 
wife without issue, then the trust funds 
were to go to the survivor. Having sur- 
vived the grandson, the daughter did not 
have to survive her mother in order to 
take under the will. The law favors a 
construction which permits the earliest 
possible vesting of a remainder and 
which avoids an intestacy. 


WILLs — Construction — Heirs De- 
termined as of Death of Life Ten- 
ant under Law of Testator’s Domi- 
cile Rather Than of Trust Admin- 
istration 


Massachusetts—Supreme Judicial Court 


Second Bank-State Street Trust Co. v. Weston, 
1961 A.S. 883; May 10, 1961. 


The testatrix, a resident of Baltimore, 
died in 1911. The residue of her estate 
was given to a Massachusetts man as 
trustee for the benefit of her three 
daughters. On the death of the survivor 
the fund was to be distributed among 
their issue, but if they all died “leav- 
ing no issue surviving them,” the trust 
fund was to go “to my heirs at law.” 
The last surviving daughter died in 
1958, and no one of them had issue. The 
trust was administered in Massachu- 
setts. 


The probate court decreed that the 
fund went to the heirs as of the date of 
death of the testatrix. The persons who 
would be heirs determined as of the date 
of death of the surviving daughter ap- 
pealed. 


HELD: Reversed. There was nothing 
in the will or surrounding circumstances 
to give any indication as to when the 
testatrix intended the heirs at law to be 
determined. Although Massachusetts law 
would govern trust administration, as 
the testatrix was the widow of a Massa- 
chusetts resident and she appointed a 
Massachusetts man as trustee, the con- 
struction of the will must be governed 
by the law of Maryland. Analysis of 
Maryland decisions shows that Maryland 
law is the opposite of the Massachusetts 
rule, and in the absence of anything to 
warrant a different construction a re- 
mainder to the heirs at law as in this 
case means heirs determined as of the 
date of death of the life tenant. 


A A & 


Aucust 1961 


WILLs — Construction — Inconsis- 
tent Disposition by Codicil as Im- 
posing Condition on Gift Which 
was Unconditional and Absolute 
Under Original Will 


Nevada—Supreme Court 
In re Krukenberg’s Estate, 361 P. 2d 537. 


Testator drafted a holographic will 
leaving all property to his sister. Sub- 
sequently he executed a codicil providing 
that in case he should remarry all prop- 
erty should be turned over to his wife in- 
stead of his sister and leaving $1.00 to 
his daughter. Testator remarried, sub- 
sequently was divorced and the divorced 
wife agreed to waive any interest under 
the will. Trial court held that the will 
and codicil should be admitted to probate. 

HELD: Affirmed. The remarriage of 
the testator after the execution of the 
will revoked the gift to his sister. Once 
a gift in a will is revoked it cannot be 
revived except by republication or re- 
execution. A codicil is construed with 
the will as a part thereof and as making 
one instrument with the will so that 
the provisions of the two will be recon- 
ciled as far as can be done with a reason- 
able construction. The lapsed gift to the 
wife in the codicil nullified the codicil 
only to the extent of such gift and the 
will and codicil are entitled to admission 
to probate as the validly executed testa- 
ments of the decedent. 

Because the codicil was validly ex- 
ecuted and its continuance as a valid 
testamentary expression lasted for more 
than 15 years, and the testator was not 
induced to revoke the original gift to 
his sister by mistake, fraud, and the 
like, the question of dependent relevant 
revocation does not arise. 


WILLs — Joint & Mutual — Evi- 
dence Established Contract to 
Make Joint Will 


Florida—District Court of Appeal, 1st District 
Weiss v. Storm, 126 So. 2d 295. 


The defendant probated the last will of 
Marcia Storm, distributed all of the as- 
sets to herself and was discharged. Sub- 
sequently, plaintiff filed an action in 
equity alleging that decedent had execu- 
ted an earlier joint will with her 
husband, Nicholas, the product of a 
verbal contract to make such joint will, 
and that, accordingly, defendant held the 
property distributed from the estate of 
Marcia in trust for plaintiff, as the 
proper beneficiary of the earlier joint 
will. All of the property owned by Nich- 
olas and Marcia at the time of execu- 
tion of the joint will and at the time of 
Nicholas’ death was held as tenants by 
the entireties, and, accordingly, did not 
pass to Marcia by virtue of the joint will. 

HELD: The evidence justified the de- 
cision that the parties, in fact, had con- 
tracted to make a joint will. Defendant’s 
contention that there was no considera- 


tion for the alleged contract to make a 
joint will because all of the property 
owned by the joint makers of the will 
was held as tenants by the entireties 
was not sound. This did not invalidate 
the agreement because there was no as- 
surance that either or both of the parties 
would not accumulate separate property 
prior to one’s death. 


COMMENT: The court denied that it 
felt that the act of making a joint will, 
standing alone, is evidence of a binding 
contract to make such a will, but the 
broad language of the decision tends to 
belie its denial. As the oral agreement to 
make the will in question was completed 
in 1957, no mention was made of the 
present Florida Statute, F. S. 731.051, 
which holds that no agreement to make 
a will shall be enforceable unless the 
agreement is in writing signed before 
two subscribing witnesses. The statute 
purports to apply to agreements made 
prior to its effective date of January 1, 
1958, but this phase of the statute has 
already been held unconstitutional. Keith 
v. Culp, 111 So. 2d 278. The instant case 
could almost be used as authority for the 
proposition that the joint will itself 
might suffice as the written contract 
necessary to defeat the clear intention 
of the statute. The net result of the 
holding should be to persuade lawyers 
dealing with Florida property or testa- 
tors to avoid the use of joint wills, unless 
very purposefully drawn.. 
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Where There's A Will 


SEWELL L. Avery, former chairman 
and president of Montgomery Ward & 
Co., left an estate valued in excess of 
$15 million. He bequeathed his personal 
property to his wife and devised to her 
a three-quarter interest in certain Ore- 
gon real estate and timberlands. If this 
property interest and other property 
passing to his widow did not equal 35% 
of the value of his adjusted gross es- 
tate, he provided that an additional frac- 
tional interest of such real property, 
or if need be, other assets of the estate 
sufficient to meet the 35% figure was to 
be distributed to the widow. 


The remainder of the estate is divided 
into two shares: one-third for the bene- 
fit of his two daughters, and two-thirds 
to be held in a “Grand-children’s Trust.” 
The smaller share is to be subdivided and 
held in separate trusts for each of his 
daughters who are granted the power to 
appoint the remainder. The income of 
the trust for the grandchildren is to be 
distributed per capita among the bene- 
ficiaries, and upon the death of the sur- 
vivor of the two daughters, the princi- 
pal is distributed to the grandchildren 
in fractional amounts beginning when 
they attain the age of 30 and concluding 
at age 50. 

The Northern Trust Co., of Chicago, 
the two daughters, and a third indi- 
vidual are named trustees, and they as 
well as Mrs. Avery are designated ex- 
ecutors. If any probate proceedings are 
required outside Illinois, the individual 
executors are to act there. In order to 
make payment of estate and inheritance 
taxes, the executors are authorized to 
borrow the necessary funds from Mrs. 
Avery or the daughters, and as security 
for such loan, the executors may cause 
the loan to be a charge on the residuary 
estate. If the trustees deem it advan- 
tageous to any of the trusts created 
under the will, they may appoint any 
bank or trust company as_ successor 
trustee, in which event the original 
trustees shall become advisers to the 
successor trustee. 


EDWIN DE Witt DICKINSON, former 
Dean of the University of California 
Law School and noted authority on in- 
ternational law, declared in his will that 
all of his property was community prop- 
erty, and he left his one half of the 
property to his wife. He provided, how- 
ever, that if his wife were to die within 
six months of his death, all of his estate, 
excepting his personal effects, is to be 
held in trust by The American Trust 
Company of San Francisco. Named as 
income beneficiary of the trust is his 
sister, and the remainder is appointed 
to Carleton College in Minnesota. 


Mrs. Dickinson and the trustee bank 
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Projected new home 
for the New York 
Clearing House Asso- 
ciation at 100 Broad 
Street, the sixth since 
its founding in 1853, 
scheduled for comple- 
tion in late 1962. Of 
Indiana limestone and 
completely air-condi- 
tioned, its estimated 
cost is around $1,200,- 
000. 

















are nominated as executors. The powers 
and duties of the executors and trustees 
are for the most part not out of the 
ordinary, but of particular interest is 
the following clause: “Should the in- 





come beneficiary under this trust desire 
the trustee to consult with or obtain the 
advice of investment counsel, the trustee 
shall cooperate in this regard, and shall 
give due consideration to such advice.” 
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Statement of Condition, June 30, 1961 





RESOURCES 
Cash and Due from Banks 
U. S. Government Securities 
U. S. Government Insured F. H. A. Mortgages 
State, Municipal and Public Securities 
Stock of Federal Reserve Bank 
Other Securities eS Pe ae re re 
Loans, Bills Purchased and Bankers’ Acceptances 
a re ee ere 
Banking Houses and Equipment 
Customers’ Liability for Acceptances 


Accrued Interest and Other Resources 


LIABILITIES 

Deposits 
Outstanding Acceptances 
Liability as Endorser on Acceptances and Foreign Bills 
Other Liabilities 
Reserve for Taxes, Unearned Discount, Interest, etc. 
*Reserve for Possible Loan Losses 
Dividend Payable July 15, 1961 
Capital Funds: 

Capital (5,039,000 shares—$20 par) $100,780,000 


Surplus 100,000,000 
Undivided Profits 49,847,169 


$ 994,743,213 
783,309,237 
73,231,221 
265,670,567 
6,023,400 
25,870,643 
1,408,815,211 
46,195,830 
24,188,045 
128,759,568 
15,293,909 


$3,772,100,844 





$3,236,511,175 
130,853,887 
49,842,416 
6,455,48C 
39,656,074 
54,879,293 
3,275,350 


250,627,169 
$3,772,100,844 








* Applicable to cover such future loan losses as may develop. None are at present known. 


United States Government and Other Securities carried at $177,370,337 are pledged to 
secure public funds and trust deposits and for other purposes as required or permitted by law. 


Representative Offices: London, Paris, Frankfurt a.M., Rome, Tokyo 


Member Federa! Deposit Insurance Corporation 





WHO’s THE most important? As an attorney, 
you'll agree it is your client. To the Connecticut 
General man there is no more important indi- 
vidual. And you'll find evidence of this every- 
where in the notes he’s brought you. 


As you look them over, an amazingly accurate 
picture of your client emerges. Every asset is 
listed. The CG man seems to know exactly the 
future your client is working for...and his 
study helps to determine how each asset is 
helping him reach it. Where any one isn’t pull- 
ing its weight, the CG man has a thoughtful 
recommendation for a more productive use. 


He’s calling the second most important person he knows...you! 


All the fact-digging has been done by the CG 
man...an important saving of your time. Now 
more rapidly you will be able to give your client 
the full benefit of your analysis and counsel. 


A phone call, then a personal visit...and the 
study notes. Simply, pleasantly...this is how a 
profitable lifetime association for you and your 
client may begin. 


Connecticut General Life Insurance Company, 
Hartford 


Life... Accident...Health...Pension Trusts 
Group Insurance...Pension Plans...Annuities 


CONNECTICUT GENERAL @@S5 





